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Nowhere m the otture of things more intimitcly roroaled than in 
the calculus of ukfinitesiiuals. 



CHAPTER I 


HABOINS AND THSIR DIAGRAUMATIC RBPBBSBKTATIOK 

Summary . — Tkis ehapttr U devoted to a fMer examination of 
the principle declining marginal aignificancee. It ii 
aivtage the provocativee, opportunities, or supports of desired 
expsinences or vents <f impulse, and never those experiences 
themselves, that this law iilvstrates ; hut within that area 
U seems to be universal. It 7nag appear, at first sight, 
that the claims of duty, of faWt., 07' hwmaniiy are not 
{or at least should not be) subject to any declining urgency 
as they are more fully msl ; and also that some satis- 
factions are hahitually indulged in down to the point of 
satiety, whereas, according to our theory, the last and least 
significant increments of the things that minister to them 
should be less valued than increments of other things 
that would minister to still unsatisfied wants. Siit a 
earful examination will shew that these objections either 
rest on eome misapprehension or are due to the foci that, 
under any gieen set of conditions, there is always a *' mini- 
mum sensibile ** below which conscious estimates cannot 
be carried. Another set of difficulties arises from a eon- 
fusion between the positive and negative sign of imretHents 
of sati^ action and a positive or negative stale of sali^action. 
The attempt to dispel this corfusion, in connection uHth 
the diagrammatic method, leads us to an examination of 
the reactions of various kinds of induigerue upon the 
organism itself and its future capacities for cnjoyuwU. 
This again leads to the discovery of interesting relations 
between a hedonistic calculus and current moral judgments. 
Our method, however, does not imply a ludonistic theoty 

401 2 D 
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of conduct. The citapter clous with some notes on the 
dangers and limitations of the diagrammatic method it has 
introduced. 

The whole structure raised in the First Book of thi^^ 
treatise rests upon the principle of declining marginal signifi- 
cance as supplies increase; and though we have 
deciiaing established and illustrated it with sufficient hrmness 
and accuracy for the immediate purposes of that 
* Book, yet a number of problems to which no 
precise answers have been given may well present themselves 
to the reflective reader ; and the extreme importance of the 
principle itself makes it desirable that it should be investi- 
gated and tested, not only in its immediate applications to 
economic problems, but in its fuller scope. Any misgiving 
as to its general validity might throw a taint of suspicion on 
its special applications Moreover, we shall And that the closer 
investigation upon which we are now to enter will throw much 
light upon the connection between the narrower problems of 
Bconoiuics and the broader problems of Sociolc^y ; or perhaps 
we might say, between commercial Economics and the true 
Political Economy, in the sense of the economy of the polis, 
or regulation of the resources of the community. 

l^t us begin by noting that in speaking of declining 
significance we are never dealing with the ultimately desired 

DirtiiicUott themselves, but always with something 

b#tw##ii that we value as likely to produce such experiences. 
aod^UiTihiois Spoke of concerts which a man wishes to 

attend because be thinks he will derive enjoyment 
*"** from them ; and we saw that, other things being 
equal, he would value a fifth concert per week less than a 
fourth. We did not say that a fifth unit of enjoyment of music 
would be less valuable to him than a fourth, for our only con- 
<«ption of a unit of enjoyment must be a quantity of enjoyment 
which equals some standard amount; so that each unit, being 
equal to the standard, would be equal to every other unit, and 
to say that the fifth unit was of less value than the fourth 
would be to say that two amounts were equal to the same but 
not equal to each other. Indeed it would obviously be nonsense 
to say that equally desired experiences have a declining sig- 
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DificaDce, for if their signific&oce declines they are not equally 
desired. In the same way, if we declare that opportunities of 
study have a declining value to a man, we may mean that if l)c 
has twelve hours a day clear for study he will attach less value 
to a thirteenth hour than he would to a fifth hour if Ite had 
only four ; but Vr*e can hardly mean tliat successive acquisitions 
of a unit of iufor (nation have a declining value, for we can 
hardly define a unit of information ; and we cannot mean that 
successive increments of the pleasure or advantage lie derives 
from the results of his study have declining value, for our only 
conception of equal increments of satisfaction must be incre- 
ments that have the same value. Aud so throughout. So we 
are never speaking, in this counection, of unite of experience, 
which (if we can form any conception of them at all) must bo 
regarded as equal, but of units objectively measurable, roughly 
or accurately — whether by time, space, weiglit, number, or 
otherwise, — which are valued for the sake of the states of 
consciousness tliey are expected to produce or the vent they 
afibrd to impulses. 

What we assert, then, is that after a certain point 
successive increments of external stimulants, or opportunities, 
produce successively declining increments of the desired 
internal experiences. And this principle apjdics not only to 
things provocative of delight to the senses, but to means of 
artistic and literary enjoyment, aud even to opportunities foi 
securing the satisfactions, or obeying the impulses, of friendship 
or affection. But it is sometimes asked, Is not the cosc 
different when questions of duty are concerned ? Does not 
duty always renrain paramount, however much of your powers 
and resources you have already devoted to its demands ? And 
are not the claims of compassion always superior to those 
of selfishness, however mucli you may have indulged the 
former and starved the latter ? Is it jwssible for u well- 
regulated mind to bring about a marginal coincidence of 
value between the means of satisfying desires which are on 
essentially different ethical levels ?, Can such qualitative 
distinctions be reduced to questions of quantity ? ” That 
they are so reduced, it will be admitted, is a fact (whether 
lamentable or not), and in dealing with ordinary humajiity 
we might be safe enough in assuming that such a redaction 
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would take place ; bat when we find that tlie martyr who 
has borne the rack is ready to be burnt to death sooner than 
depart a liair’s breadth from the fonuula of his confession, we 
seem to have reached a region to whicli this law of diminish- 
ing significance does not apply. However mucli the martyr 
has given to his faith and liowever little he has kept for his 
comfort, it would appear that the escape from no quantity of 
physi&d anguish, however great, will weigh against any con- 
cession in the matter of faith, however small. 

Such questions may seem to take us very far from our 
proper subject, and so indeed they do, and it is for this 
reason that they have been excluded from consider- 
&r atiou at an earlier period. But I have maintained 
^ Economics are 

from tbft the laws of life, and consequently if a law declares 
itself to be paramount on the economic field, it 
proclaiius itself by implication as a general law of life and 
conduct. It may therefore be legitimately challenged on any 
field, and if it cannot hold its own everywhere it must at 
least lie under suspicion in its economic applications. In any 
case, a closer inspection of our general principle, in other 
applications, is almost certain to throw light upon the special 
appUcatious in which we are most interested. To begin with, 
then, it is uot only consistent with our theory of “ prices,’* 
but is actually involved in it, that to any man, at any given 
time, there may be some alternative so liorrible that sooner 
than accept it he would endure all the physical and mental 
torment that can possibly be inflicted on him. This does 
not necessarily mean that be does not feel the torture, though 
even that might be the case, but it means that the whole 
sum of torture which he is capable of enduring before bis 
frame cracks will not be enough to overcome bis shrinking 
from the only alternative open. Something must give way 
first, and if his resolve, or his aversion, is stronger than bis 
physical vitality, the tissues of bis frame will be disintegrated 
or his vital functions unhinged before his choice is reversed. 

History, shews that these conditions have from time to 
time arisen ; and we contemplate with awe the heroes who- 
have sappUed the demonstration. We probably think that 
few people could rise to this pitch of heroism in any cause; 
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but, on the other hand, it ie no more tlian we have a right to 
expect of every normal human being, living a normal life, that 
there should be certain things which he would not do for any 
amount of money, however lai^ ; perhaps because he reganis 
the actions as detestable or dishonourable, perha]>s only bec^iusc 
he regards them as intensely disagreeable. This only mean» 
that to him the total difference between the command of 
things in the circle of exchange tliat he already enjoys, and 
an indefinite or unlimited command of them, does not weigh 
as heavy in his mind os the dishonour or the discomfort of 
the specihe thing that he is required to do. It does not 
mean that his objection is “infinite.’' It merely means that 
it is larger than his estimate of all the satisfaction that lie 
could derive from unlimited command of articles in the circle 
of exchange, and this is a strictly, perhaps narrowly, limited 
quantity. 

These considerations, it is true, do not completely satisfy 
us ; for they would seem to imply that although tlje offer of 
money may not be enough to make an honourable man do a 
dishonourable action, yet if he is in want of money at Jill t!ie 
offer must tend iu the direction of making him do it, so that 
r/fising the bribe would strengthen the temptation. If it is 
true, as we have said, that every force tells for all that it is 
worth whatever other forces are already on the field, would 
it not follow that if a man is in want of money the offer of 
money must toll for what it is worth, whatever other motives 
actuate him ? And if so, must he not be nearer to doing the 
dishonotirable action (though he does not do it) than he 
would have been had the bribe not been offered to him? 
And if the bribe is raised (so long as he would still value the 
increased sum), must not the tendency to make him do the 
dislionourable thing become more marked ? Or iu the case of 
the martyr, if he shrinks from pain at all, must not the 
infliction of greater and greater degrees of pain tend to 
make him renounce his faith, though the inducement is not 
high enough actually to bring about the renunciation ? It is 
true that there is nothing in these conclusions that greatly 
shocks our general experience or observation. We hear juen 
say, - 1 confess I was almost tempted by the prospect, for a 
moment,” or “ It required all my resolution to liold out, I 
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cau assure you/' when they ai-e speaking of actions the 
commission of which would have filled them afterwards with 
shaiue and self-contempt. But nevertheless we can by no 
means admit that every man can be at any rate tempted, though 
not seduced, by a bribe, or shaken, though not broken, in his 
resolution by torture. We are certain that this is not even 
approximately true as to the bribe, and we cannot believe 
that it is completely and universally true as to torture. 

On this we may note, in the first place, that the very 
offer of the bribe or application of the torture may wake 
resisting forces which were dormant before.' I might be 
considering whether or not an action was really dishonourable 
before the bribe was offered, and as soon as a bribe is proposed 
I may have a conclnsive reason for associating it with dis« 
honour. Or ^aiu, if a mau offers me half a crown for doing 
or saying something I may be contemptuously amused, but if 
he offers me £1000 I may be deeply insulted. For I might 
take the first proposal as a naive attempt to overcome my 
inertia, but the second as revealing a serious intention of 
finding out the price at which I would sell my honour. Thus 
tho increased inducement might itself touch the spring of 
increased resistance. If the briber cau contrive to associate 
liis material offer not with dishonour but with some appear* 
ance of honour, and can make his insult take the semblance 
of a tribute of respect, it will perhaps be found that £1000 
does indeed weigh more than 2a. fid. in the scale. But even 
here a finer perception might detect the finer insult, and 
might resent it the more deeply for its deliberate subtlety. 

But there is something deeper even than this, and its 
examination will lead us back to our economic and commercial 
^ investigations. Just as it is very easy to suppose 

® could tell the difference between a half* 
pound and a quarter-pound weight by trying them 
in his hand, but very difficult to suppose that he could tell 
the difference between 14 stone and 14 stone plus a quarter 
of a pound by lifting them in a basket, so it is very easy 
to imagine a man's refusing to give Is. for a thing that he 
would be glad to have for fid., but very difficult to imagine 
him willing to give £1000 for some object but refusing to 

‘ Compwe the qnBlific»tioa« to the Principlfi of Superposition on pege 204 - 
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give £1000:0:6 for it. That is to say. 6d. is appreciable 
when the whole matter at issue is only la., but inappreciable 
when the matter at issue is £1000. It is a case of 
proportion. When the stake is of any given magnitude there 
is a certain minimum unsHnU or minutest quantity that can 
be felt or appreciated in connection with it ; and tluH 
minimum sentibiU will vary with the magnitude of the thing 
at issue. The same principle applies in the moral world. 
When my feelings are deeply moved and 1 am vividly 
realising any one of the main issues of life, things to which 
I should give carefitl attention on other occasions do not 
affect me in the least. The mind does not readily adapt itself 
at one and the same time to the higher and the lower end 
of the scale. When it is experiencing great things it is not 
sensitive to small ones. When some grave disturbance of 
equilibrium has occurred or is threatened, or some vast issue 
is at stake, small things are not felt. Only if the great 
things were secure and had not recently been disturbed would 
the small things be able to assert themselves as significant. 
If 1 hear of the sudden and unexpected death of a dear 
relative and immediately begin to speculate about his will, 
why am I ashamed of myself? Because I had imagined that 
my affection for him was so great that immediately on the 
news of bis death the significance of a few hundred or 
thousatid pounds would have sunk below the miniviuvi 
sensibiU. And when I find that it is not so. I perceive that 
I have given myself credit for a higher appreciation of the 
things that ave not in the circle of exchange, relatively to 
those that are, than 1 really possess. It is a startled sense 
of my own sordidness that brings my shame. It is not tliat 
1 believe I ought not to care whether I have or have not the 
sum of money, but that I should have supposed that at that 
moment there would have been no room in my mind for such 
a thought, any more than for the fit of my trousers, or any 
other subject of consideration in itself perfectly proper but 
not sufficiently important to claim a share of my attention 
at the moment. I might experience the same kind of shock 
if, in catching up a child wounded by a passing dog*cart or 
motor-car, I found myself annoyed because my cuffs wer^ 
stained or my clothes damaged by bis blood. And the proof 
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that thie corroctlj represents the psychology of the case is 
that if the question of the legacy or of the stained cuff merely 
presented itself to me externally but failed to touch the 
springs of interest or emotion, if it were a mere shadowy 
presence with no weight or “ tactile value," I should note it 
as something strange, but should not feel it as anything 
shameful. The same analysis applies to occasions on which 
some great happiness comes to a friend accompanied by a 
slight incidental inconvenience or disappointment to oneself. 
The examination of such cases reveals the possibility of any 
given consideration sinking beneath the minimum sertnbile, 
but it also reveals the fact that in an enormous number of 
such instances the feeling or the motive that we neglect 
without one moment's hesitation is nevertheless actually felt. 
It is negligible, but if we look for it. it is there. It does 
weigh something, but it does not for a moment threaten to* 
turn the scale. 

Returning now to the martyr or the incorruptible.'' we 
see that it is perfectly possible for the extreroest pressure 
that can be broi^ht to bear upon either to be quite negligible, 
so that it would no more be recognised as a reason (even an 
inadequate one) for doing the abominable thing than fear 
of staining my cufis would be recognised as a reason against 
helping a wounded child. And it may be that it is not 
only negligible and practically unrecognised, but absolutely 
imperceptible even when we look for it. There is ample 
room for these facts within the limits of our theory. 

Another point suggests itself for consideration in conneo 
tion with moral questions. There is much confusion and 
Ambiraity ^Dttbiguity in our use of the word “ duty." I may 
say that no personal or private considerations 
^ however urgent ought to affect the performance 
of my duty, even in the minutest point; but I shall not 
allow that I ought to leave a burglar despatching his 
business in my house rather than be a minute late at the 
office. "Of course not." it will be said, “because it is your 
obvious duty to protect your family, to say nothing of your 
property." Apparently, then, it is my “ duty " to attend to 
whatever 1 conscientiously consider the most important 
matter at stake; and to say that nothing should interfere 
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with duty simply means that 1 ought to do the things 
whatever it is» which a high-minded man would regard as 
most important Certain family claims which are not duty " 
in a general way become so when they reach a certain point 
of urgency ; and when satisfied down to a certain point they 
will again cease to be duty In this sense ‘‘duty” is not 
a label which is attached to certain classes of action and not 
to others, giving precedence to the amallesc volume of that 
to which it is attached over the largest volume of everything 
else. It is a name we give to the resultant course of action 
when every consideration has been given its due weight and 
no more, and nothing that is irrelevant has been allowed to 
weigh at all And w© shall generally find, on analysing any 
dilemma, that the dictum ‘‘Duty before all things” is only 
maintained by giving the name of "duty” to whatever, 
under the circumstances, properly comes first ; and that our 
determination on this point is influenced both by the terms 
on which the alternatives are offered to us and by the extent 
to which we have already paid tribute to the one or the other 
claim. The label can only be attached after the conclusion 
is reached, and cannot indicate any short cut by which to 
reach it. If I insist on allowing no weight to any con- 
siderations that cannot be labelled “duty” in advance, I shall 
generally find that I must include in my “ duties ” not only 
my duty to my family and to my friends, but also that 
trump-card of the casuist, my " duty to myself” And I 
shall find myself speaking of a "conflict of duties,” thereby 
implying that duty itself is a quantitative conception. It is 
of course true that if we are to allow no more than its due 
weight to a certain consideration we shall often allow it no 
weight at all, because it is irrelevant. If I am asked, for 
instance, to arrange a number of candidates in order of merit, 
I shall probably regard it as absolutely irrelevant to the 
matter in hand that a widowed mother is dependent on the 
success of one candidate, while another is a man of property 
himself and has no one dependent upon him. or that I am 
attached to one and am repelled by the moral character of 
another, or that I believe that success will react prejudicially 
on the character of one and favourably on that of another. 
And if I take this view, then undoubtedly it is my duty not 
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to give any weight to considerations that ought not to weigh> 
and it may or may not require some heroism on my part to 
act up to my convictions ; that is to say, the temptation 
may tempt or it may DOt> as in the cases already noted. Or 
I may hnd that the real temptation is to incline to the 
verdict counter to siy wishes, in order that I may escape the 
reproach of having been influenced by them. We may note 
that it is usual to protect examiners, as far as possible, from 
all knowledge of facts that are to be regarded as irrelevant ; 
and this shews that the difficulty of ignoring them, if known, 
is generally recognised. 

On the other hand, if 1 am making an appointment I 
may think that some or all of these considerations are 
relevant, and in that case it may be my duty carefully to 
appraise them ail and weigh them against each other. When 
we h&ve admitted that considerations of extreme strength in 
their personal appeal may be wholly irrelevant, and ought 
not to be realised as motives at all, even if they are felt, we 
shall have done full justice to the absolute conception of 
duty ; bub it is interesting to note how very many cases 
there are in which we are inclined at first to regard a con- 
sideration as irrelevant in principle, but find on close 
examination that a mere quantitative change in the things 
considered, if sufficiently pronounced, appears to us to raise 
the irrelevant into relevancy. In any case, our theory* only 
asserts that when a consideration that “ought" not to weigh 
at all does as a matter of fact weigh— that is to say, is felt 
as a temptation — it may be felt more or less according to 
the magnitude and uigency of the issues at stake. 

It is highly instructive to turn from the objection to 
the doctrine of declining significance which we have just 
Do we $ecue examined to another which is quite as frequently 
4s niicb w urged. It is said that the whole theory of 

our resources so as to gratify our wants 
Wore w© pori ipa$tu and keep the marginal wants balanced, is 
^ experience. The truth is, it is 

said, that there are certain things that we “ must 
have,” and we get “ as much as we want ” of them before we 
begin to consider less urgent requirements at all. For 
instance, we all eat as much as we want several times A day. 
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and do not stop short of satisfaction because our desire 
for literature or travel is unsatisfied. Now to begin with, this 
is obviously an argument of the well-to-do. It is flagrantly 
untrue of the very poor that they get as much food as they 
want before they begin to trouble about keeping up tlteir 
supply of clothes.^ We have already spoken of the thousands 
of young people, well above the line of actual want, who 
in managing their own slender resources consciously and 
constantly bring their meal to a conclusion at a peimbrth 
or two penn’orth short of satisfaction in order to advance 
some other margin. In its crude form the whole contention 
that we are examining is palpably false. Where do we or can 
we find in civilised society the mau who gets as much food 
as he wants “ before ” he gets auy clothes or any shelter ? 
All that can be seriously nmintaine<l is that if u man’s 
resources are sufficient to provide him with a certain umount of 
the things he needs most urgently, including food, be will soon 
come to points in every other branch of his expenditure at' which 
he will be content to rest until he has completely satisKcd his 
desire for food as far as mere quantity, apart from quality, goes. 

In the contention so formulated there is a great deal of 
truth, but it need not disturb our confidence in our general 
theory. Any one who has tried saving pence out of his 
meals by restricting them in quantity, not quality, will know 
tliut the significance of these pence rises very rapidly as they 
are successively withdrawn. A halfpenny -worth of bread 
(two thick slices of a half-quartern loaf) may carry a man 
from a sharp sense of hunger to a sense of satiety. To srvc 
3d. a week on bread might involve a very considerable 
volume of unpleasant exi>ericnces. and therefore, unless the 
3d, would miuister (as in Cobbett's case) to very kecidy 
felt wants in other directions, it would be bad husbaiKlvy 
to save it. " Yes,” it may be said, but by your 
theory to save 1^. a week would involve less than hnlf 
the sacrifice of saving 3d. a week, and its expenditure on 
something else would secure more than half the gratification 
of three pennyworth ; and since by hypothesis the expenditure 
on bread is taken down to a point at which it ceases to have 
any significance at all, there must be some small ([uantity * 

• Pagu $4 t or. pegw 6« 
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of the resources expended upon it that could be profitably 
turned elsewhere.” This is theoretically true as far as it 
goes ; but theory also tells us that this adjustmeot would 
be an exceedingly delicate matter, and that it might demand 
an amount of attention and exercise of will that could be 
more profitably employed somewhere else where it would 
have a higher marginal significance.' 

We have now examined two attempts to invalidate the 
general principle on which, as I have maintained, we administer 
our resources. It has been contended both that the sense of 
duty ought to he completely satisfied down to the last and 
minutest demand, and that the appetite for food (utuaXly it 
60 satisfied, before anything else is attended to at all. The 
collocation of these two contentious is amusing ; and before 
we leave them we may note that the sense of duty and 
the desire for food may become direct rivala In that case I 
may perhaps cheerfully go without a meal at the call of 
“duty”; but presently I shall find that it has become my 
imperative “ duty ” to suspend the direct performance of my 
“ duty ” for a short time in order that I may eat something 
to enable me to perform my “ duty ” more strenuously (or to 
perform it at all) afterwards; and the graduated formulae of 
“ it is an imperative duty,” “ I almost think it is a duty ” 
“ I really think that without any dereliction of duty I may 
allow myself,” etc., ease the (in this case) difficUio detuntus 
from the pretentious heights of absolutism to the avtrnv 4 
(shall we call it ?) of practical relativity. 

Another and closely related aspect of the question of 
declining significances is suggested by charitable appeals. 

Tte relief of FoT instance, there is a famine in India, and I 
•nfferiBg. aubscribe a guinea. That would appear at first 
sight to mean that I consider the want of food in India 
more urgent than any other wants of my own or any one 
else’s to which the guinea would liave ministered. But if so, 
why not give a second guinea? Has the want in India 
been seiMibly reduced by my subscription? In bulk, yes. 
But in intensity ? Even if I could suppose that my guinea 
had met the most urgent case, would there be any perceptible 

J »e my Alpiutkci of Economic Science (LoDaon, 
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decline of urgency in the next case waiting to be met ? It 
is exactly the question of the iucremeuts of tea over again. 
We saw that there waa no perceptible decrease in the 
significance of tea as we passed from one quarter-ounce to 
the next at the ma^n of 4 lbs., though there was a 
perceptible satisfaction in the consumption of either.^ So 
I must suppose that a perceptible relief of suffering has been 
effected by my guinea, but I can hardly believe that a second 
guinea would relieve suffering perceptibly less intense than 
that relieved by the first. The marginal significance of a 
guinea, then, in relieving distress in India, appears to remain 
the same. Why do I not pay a second guinea and a third, 
and so onf The answer is twofold. In the first place, in 
the majority of cases it is not really the famine in India 
but my own conscience that I am appeasing, and my 
own ooDBcience becomes perceptibly less clamorous after 
the first guinea has been paid. It may still grumble, and 
dispute the ground with other applications, but it may no 
longer dispute it successfully. My conscience may be right 
or wrong In insisting that 1 should take a share in the bunlen, 
and in being appeased when I tell it I have done so ; but t))at 
is not the question. The point is that the demand 1 am 
meeting is, as a matter of fact, perceptibly reduced by what 
I have done to meet it. It is otherwise, however, if I really 
am directly appraising the urgency of the want (hat my guinea 
relieves when given to the famine fund, and the wants it 
can supply in other applications. In this case it is true that 
the want in India does not perceptibly decline as I give 
guinea after guinea, but it is also true that the wants that 
I neglect in order to meet It perceptibly rise as guinea after 
guinea is subtracted from the supply of them, until at last 
they rise to the level at which they balance my sense of the 
urgency of the need in India. This point may not be 
reached till I have reduced myself and all those dependent upon 
me to the level of misery of those that I am relieving ; and 
wme moralists are courageous enough to hold this up as an 
ideal Our theory of marginal significance is elastic enough 
to adapt itself to their creed ; for all that we assert is that, 
whatever the grounds on which we form estimates of the 

^ Pftgft S4. 
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relative sigiiiScaace of rival applicatione of resources, we can 
so administer those resources as to bring their marginal 
signidcancc in each application to equality. The uigency 
of the Indian claim is no doubt gradually declining if the 
administration of the fund is even approximately sound ; but 
within the limits of the influence of my fortune it does not 
decline perceptibly. The balance is therefore found when alt 
other expenditures are curtailed to the point at which their 
rising marginal signiflcance equals that of the Indian claim. 

Curious light is thrown on this class of problems by the 
added joy and relief which is not un frequently felt by the 
BtaiDiiifttion wcipient of a present that comes with the condition 
i>f An apparent that it is to be Spent on a holiday or on some 
pamdpx. personal indulgence. Presumably the recipient, if 
free, would have spent the sum as he wished. Why is he 
pleased at being forbidden to do what he would have wished ? 
Because it is the sense of his duty to do tlie thing, 
not his sense of the importance of the thing’s being done, 
that would have successfully cooteste^l the first place ; and 
Ills " sense of duty ” is entirely extinguished by the prohibition. 
The demaud that would have had to be appeased before the 
other could be indulged is withdrawn from the lists, and the 
indulgence can be secured without a drop of gall. A goad has 
been blunted, and the hedonbtic gain is obvious. In cases 
where tliis analysis would be untrue and where the wish to 
do something else with the money is really inspired by the 
eagerness of direct sympathy, the restriction would be actually 
felt, and perhaps resented, as a reduction in the value of the 
gift. Perhaps by the painful associations it waked it would 
altogether annul it or leave a balance to the bad. 

We have now concluded our examination of the class of 
objections to the law of diminishing psychic returns which is 

PwitivA Auii absolutism of ethical or social con- 

iiegAlivA captions ; hut in the course of these investigations 
Imi have been incidentally led to contrast a demand 

or craving that has to be appeased with an enjoy- 
ment that may be secured. This opens in its entirety the 
important subject of positive and negative satisfactions, their 
relations to each other, and the proper notation to be employed 
in their calculus ; and to this subject we must now turn. 
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If regard pain ns negative pleasure, and discomfort as 
negative satisfaction, than a supply of anything that gradually 
relieves roe from acute suffering leaves me in a state of 
(decreasing) negative satisfaction tj>roughout the process. But 
the reduction irv the volume of this negative satisfaction, 
whicli is taking place all the time, is a movement in the 
positive, not the negative sense. It is an addition, not a 
subtraction, of desired effects ; for it is a subtraction of 
undesired experionccK Tfie acquisition, therefore, is a posi- 
tive quantity, and roust be noted by a plus, not a minus sign. 
Here we may introtluce the fainiliar notation of curves. On 
tig. 1 we measure the supply of any commodity per unit of 
time along the line OJC, or the axis of and on OY, or the 
axis of Y. we measure nites of sutisfiction. Thus the curve 



PP^T.^ would represent that the initial increment of the com- 
modity per unit of timeaatisfles some kind of desire at the rate 
of Op per unit of commodity ; that by the time the supply 
IS increased to Ox^ the rate at which it is satisfying desire has 
risen to or ^I'ot when the supply reaches Ox per 

unit of time, the desire is completely satisfied. The quantities 

abscissas, indicate the 
breadth of the supply per unit of time, or the breadth of the 
stream of supply. Quantities measured along OY which are 
caUed ordinates, indicate the marginal values investigated on 
p»^ 47-71 of Bwk I.,' aud areas such as Opp,x^ sums of 
satiefacuon per unit of time, eecur«l by the consumption per 
unit of time of the quantity of the commodity indicated bv 
the coriespondiog abscissa. GeneraUy speakinq. such an area 
must (as we l.ave liere supposed) itself be taken as represent 
mg a rate of total enjoyment per unit of time, rather than a 

bel«. l-ew «0 
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sum of total enjoyment : ^ but sometimes it will be convenient 
to take the whole figure as representing not a rate of con- 
sumption, but a single act. And in such cases we shall take 
as representing the marginal value, and the area Opp^x^ 
as representing the “ value in use or total significance of the 
definite quantity Ox^. For instance, the figure might roughly 
represent the experiences of a single meal> during which for a 
time “ the appetite comes as we eat ’* and we are conscious of 
increasing enjoyment, whereas after that point our hunger is 
gradually appeased to the point of satiety. 

Now this diagrammatic method is useful as an instrument 
of research, as a means of demonstration and exposition, and, 
most of all, as a vivid and comprehensive form of statement. 
Bub it is very dangerous, and if not used with due caution 
and precision it may lead to grave confusion and may encour* 
loose and irresponsible thoughts In the next chapter, 
accordingly, we shall examine the construction of one particular 
curve in great detail ; and whenever we make use of curves we 
must try to bear in mind the necessity of giving an exact 
account of what they mean, so that the results obtained may 
not be in any way equivocal. The necessity for caution in 
this matter is illustrated on the very threshold, for (apart 
from the difficulty of determining bow we are to measure a 
unit of satisfaction^ we have to note at once that this first 
curve which we have introduced is ambiguous in relation to 
the very matter we are now discussing, viz., the relation 
between assuaging a craving and securing a positive enjoy* 
inent, or, more generally, between removing negative aud 
securing positive objects of desire. We have seen that the 
removal of a pain must have the positive sign, and it must 
therefore be represented by a positive area, so that if we begin 
in pain aud the supply of a commodity gradually removes 
that pain, the result must be represent^ as positive — com- 
parable with, and to be weighed against, a gain of positive 
satisfMtion. Our figure, therefore, will not tell us whether 
we begin in a state of positive satisfaction, a state of 
indifTerebce, or a state of negative satis&ction, or pain. It 
will only tell us that if we command the quantity of the 
commodity represented by Ox^ our state will be the heUtt, 
* Cf. pftge 101. ^ Sm Ch»p. IL of tliu book, uid ef. Chop. HI. 
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by the whole area Opp^x^, than it would have beeu had we 
had no supply at all If we only command Ox^ our state 
will be the better by the area Opp^Xy The area will 

then represent either an unassuaged pain or ad unrealised 
pleaaui'e. but in either case the area Opp^x^ must have the 
positive aign. It ia a gain, not a loss. The existence of the 
possibilities represented by the figure may in itself constitute 
a misfortune or a privilege ; but granted their existence, the 
command of Ox^ of the commodity, whet) ter it means plus a 
pleasure or minus a pain, is a gain (in the estimation of 
the subject), and must be regarded as positive. 

If we draw Fig. 2, it will represent the effects of the 
supply of a commodity which ceases to act in n positive 



sense wheu it exceeds Ox^ in quantity. Thus at a given 
temperature the consumption of fuel might begin by being 
extremely acceptable, and when it had reached the rate of Ox. 
per hour it might cease to be acceptable at all, and might, if 
raiwd still higher, become positively undesirable, or negatively 
desirable. Now one man may be so constituted that wluTeas 
he does not feel any positive distress by sitting without a fire, 
he may be conscious of a distinct pleasure if a Rre is liglited ; 
and another may be consciously miserable without a fiie[ 
and as the warmth increases may be conscious only of more or 
less adequate relief from discomfort till the quantity Ox is 
exceeded, after which another kind of discoinfoi t ensues from 
excessive heat. Yet another may at first be conscious of relief 
fwm suffering.; then, before the quantity Ox^ is reached, may feel 
that all his discomfort is gone and a positive enjoyment of tlie 
cosy warmth has succeeded to it; until, as the quantity Ox^ is 

2 B 
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exceeded, he feels that althougli the room ie still positively 
pleasant it would be pleasanter yet if the fire were kept a little 
lower. To all these men alike the supply of the commodity up 
to the quantity OQ:^ will produce a result that should have a 
positive sign and should be represented by a positive area, 
though to one it is minus pain, to another plus pleasure, and 
to the third at first minus pain and then plus pleasure ; and 
to all of them the further increments represented by the line 
produce a result that should* carry the negative sign and 
should be represented by a negative area, though to one it is 
plus pain and to another minus pleasure. All of them are in 
a state more to he desired as the supply grows from zero to 



Ox^y and in a state less to be desired as it grows from Ox^ 
to Ox^. 

It follows from this example that an area below the axis 
of X, which represents negative satisfaction, may mean a 
subtraction from pleasure that leaves a positive b^auce, just 
as well as an addition of pain. Fig. 3 would represent a 
supply, or an experience, that, whether it detracts from the 
happiness of a happy state or makes a neutral one positively 
painful, or a painful one more painfnl yet, in any case produces 
a negative result, of increasing intensity per unit, as one 
increment follows another. If we are speaking in terms of 
positive satisfaction we shall still say that these increments 
have a declining (positive) significance, though if we were 
speaking in terms of native satisfaction, or pain, we should 
say that they had a rising (negative) significance. Thus the 
fact that things which cause discomfort normally act with 
increasing intensity as unit is added to unit does not affect 
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the generality of our proposition that additional increments, 
after a certain point, produce decreasing (positive) results. 

It dometimes happens that a positive quantity (in the 
technical and ambiguous sense in which it includes the 
subtraction off a negative quantity) is only to be had in 
association with a negative quantity. In that case probably 
the positive ordinates of the first will decline, and the negative 
ordinates of the second will increase, the movement in both 
cases being technically in the sense of positive decline. Thus a 
man who has bitten bis tongue or has bitten » piece half out 
of his cheek may be in need of food, and yet eating may cause 
him acute annoyance. As his hunger or sense of faintness 



gradually yields, and his demand for food becomes less urgent, 
the increasing painfulness of the terms upon which alone he 
wn assuage the declining urgency of his want will soon balance 
It, and bis meal will come to what would else have been a 
premature conclusion. This might be repiesented either 
analytically by Fig. 4, or synthetically by Fig. 5. Both 
^gures alike represent the fact that up to Or an advance 
from the origin is accompanied by a balance of advantage, and 
that after that point the reverse is the case. And both figures 
a^ in the magnitude of the advantage or disadvantage in 
etther case. 

Where there is no indication to the contrary a curve must 
be ^en to indicate not a history but an anticipation, and an 
anticipation that has discounted (not necessarily for what they 
are worth) all conflicting elemento, risks, and reactions as fer 
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as they come wichin the ken of the person who makes the 
estimate. It will be a s^Tithetic and resultant estimate of 
the balance of advantage to be anticipated from the acquisition 
of eacli successive unit of the commodity, of the type of 
Fig. 5. 

We have noted that positive and negative quantities may 
be balanced against each other, and also that mathematically 
positive and negative quantities may both alike be ambiguous 
psychologically; for just as a subtraction- from pain and an 
addition to pleasure are alike positive, so a subtraction from 
pleasure and an addition to pain are alike negative. Thus Fig. 
2 (page 417), where the increments of the same commodity 



Flo. s. 


at first have u positive and then a negative effect, is explicit 
as to the positive or negative sense of the process in question, 
and as to declining (positive) significance of all increments 
after a certain point ; but it is equivocal as to the positive 
or negative state of the person affected. He might be either 
in a state of suffering or a state of enjoyment throughout the 
process, or he might pass from suffering to enjoyment at any 
point on the line Oz^, or from enjoyment to suffering at any 
point on the line ; but iu any case be has either more 

enjoyment or less suffering as he passes from 0 to x^, and 
either less enjoyment or more suffering as he passes from a?i 
onward. 

Now, although the relief from a pain and the securing 
of a pleasure, or the deduction from a pleasure and the 
addition of a pain, have respectively the same signs, and 
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may be taken aa equivalents, yet they are in themselves very 
different things. Given my constitution and circumstances, a 
certain relief from pain must be regarded as equiva- Dt(T«r«i)ce 
lent to a certain positive pleasure, a certain de- «. 

‘ * , /k - having pnin 

duction of pleasure to a certain access of pain ; and Mcuring 
aud certain pleasures and pains taken together, or 
certain relinquishments of pleasure and escapes from pain 
taken together, must be regarded os balancing or neutralising 
each other ; but it makes all the difference in life whether 
my constitution and circumstances are such that my energies 
have to be given chiefiy to escaping or minimising undesired 
things or are mostly free for securing or developing desired 
ones, and whether I can often or only seldom get a pleasure 
without a concomitant pain or escape a pain without a 
concomitant loss of pleasure. And it is just here that our 
immediate choices react upon our future possibilities. 

This subject of the reaction of our enjoyments, privations, 
and endurances upon our future capacities for enjoyment has 
already been touched upon in Book but the investigation 
we have just completed will now enable us to enter upon it 
more fully. We have to make constant adjustments between 
the immediate gratification of desires and tlje building up of 
capacities. A great part of wise conduct obviously consists 
ill forgoing a present gratification, or incurring present pain, 
or making irksome effort, in order to acquire a capacity for 
future enjoyment, or power ultimately to secure or promote 
desired ends. Wise administration of vital resourees must 
therefore take constant note of this reaction of the present 
upon the future. 

Every wise man must desire to build up for himself such 
habits of mind and body from within, as well as to surround 
himself with such outward circumstances, as will make life 
as little as possible an escape from wretchedness and as much 
as possible an experience of well-being and an achievement 
of desired enda We must therefore cultivate the power to 
endure such undesired experiences as are inevitable, and to 
forgo such desired experiences as are unattainable, with the 
minimum of suffering, and to derive the maximum of 
satisfaction from the realisation of things desired. An 

' Se« S5. 
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example may luake tbis clear. Two meu are on a tour 
together in a beautiful and s^wrsely inhabited country. They 
find themselves out of their leckoning, aod when dinner-time 
comes tliey are far from any opportunities of dinner. The 
spirits of one of the companions begin to sink, his temper 
becomes unstable, lie cannot enjoy the scenery through which 
he is passing, the exhilaration of mountain air or of the 
battle with the waves is a thing he knows not, the suggestion 
to turn aside and spend half an hour in ascending a rock or 
exploring a cave is fiercely resented, and, in fact, the man's 
whole moral, oestheticul, and physical being is swept up into 
one hideous craving for food. At last the friends (if they 
still deserve the name) reach hospitable quarters. Their 
hostess wishes to do justice to her reputation and keeps them 
waiting for an hour in order to set a noble repast before 
them. But when it comes it is too late. The poor wretch 
can now eat nothing, and goes sick and miserable to bed. 
His companion (so far as his sympathetic heart allowed) has 
meanwhile been drawing in delight at every pore, keenly 
enjoying tlie tussle with the waves or the stride across the 
heather, with an eye that (like Wordsworth’s) finds no hair* 
breadth of earth, sea, or sky from which it does not gather 
delight, ready at any moment to turn aside and delay the 
end of the journey in order to increase the enjoyment of its 
progress, conscious indeed of keen hunger, but conscious of it 
rather as a prospect of future pleasure than as a present 
experience of pain ; and when at last he finds himself 
opposite his victuals, a harmony is established between the 
organism and the environment which almoet rises to the 
dignity of a spiritual experience. The less fortunate of these 
travellers derives the maximum of suffering and the minimum 
of enjoyment, the other the minimum of suffering and the 
maximum of enjoyment, from the necessity of taking food. 
The one is the victim of a craving ; the other has a capacity 
for enjoyment. To the one it is agony to be thwarted, and 
only a negative satisfaction to be humoured; to the other 
privation is no pain, but a supply “adds sunshine to 
daylight.” 

The wise or happily constituted man has a mind so 
regulated that many of his desires only become rampant as 
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the prospect of satisfaction approaches. Till then they are 
dormant potentialities of enjoyment. Thus the man who on 
coming in sight of a public-house declared that he “had a 
thirst on him for which he would not take £5 " was perhaps 
to be congratulated if he had been thoroughly happy before 
he saw it ; but if he had been miserable himself and a cause 
of misery to his com pan ions for the last hour or two because 
there was not a public-house in sight, he was an unenviable 
person as well as an u odes liable companion. 

What, in the instances vre have given, may be regarded at 
any rate primarily as a diflerence of physical constitution has 


all manner of analogies in acquired habits of mind 
and body ; and every wise man would desire for r4pMitk« for 
himself and others such habits and impulses as 
would conform to the happier type. Now, though btbiu 
all means or opportunities of gratlhcation seem to “"i*"**^* 


have this in common, that the immediate effect of successive 


increments is (after a certain point) of declining positive 
value, yet different kinds of gratification differ enormously in 
their after-effects upon the organism itself. Is our present 
enjoyment building up an increased capacity for future 
enjoyment ? Is it leaving us permanently unmodified, so 
that after a lime we shall return to exactly the same state io 
which we were before ? Is it undermining our power of 
future enjoyment, so that after every act of inilnlgence we 
return not to the same, but to a lower power of enjoyment 
than we had before ? Or is it eubetituting a craving for a 
capacity for enjoyment ? 

The characteristic of ruinous enjoyment is that it not only 
tends to satisfy us at tlie time (as do all enjoyments), but that 
it also tends to undermine our capacity for future 

^ Ruiuou' 

enjoyment. The most pronounced forms of ruinous Mtiefoctiom 
enjoyment are probably those which are poptilarly *'*'* 
regarded as vicious, such as intemperance. Tiic charu t eristic 
of a vice, from a hedonistic point of view, is that it tends to 
replace a capacity for enjoyraent by a craving. Intoxication 
may be extremely delightful, but the more habitually man 
drinks, the less pleasure it gives him to be drunk and the more 
pain it gives him to be so1>cr. He begins, perliaps, by hitting 
on a means of heightening enjoyment ; but he ends by being 
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in a state of chvonic misery, from >vhich he gains occasional 
respite iu an intoxication which no longer gives him any 
positive pleasure. His whole conscious being has been 
swallowed up in the vortex of one frightful and incessant 
craviog. This is a typical case of ruinous enjoyment. I am 
not here concerned with any attempt to analyse the ultimate 
grounds of the reprobation implied in the terms “ vicious ” and 
" vice/' but it is interesting to note that the popular moral 
judgment stands in intelligible relation with the results of a 
hedonistic calculus. And note that our diagrammatic method 
gives us no notice of this cliange from a source of pleasure to 
a craving. Diagranimatically the appeasing of a craving is 
indistinguisliable from the securing of a satisfaction ; and if the 
acquired craving is more imperious than the natural desire for 
pleasure originally was, we should have to represent the change 
by an increased height of the curve indistinguishable from the 
representation of an increased capacity for enjoyment. 

But there are many enjoyments which, so far from pro- 
ducing a vicious craving, rather tend to beget a sense of 

or even disgust, unless kept within very 

MiiifMtioDs moderate limits. The danirer here is not of con- 

AUil hiiitrr. .. ... . 

verting a possible source of enjoyment into a 
craving, but simply of deadening by indulgence the suscepti- 
bilities Irom which the enjoyment spriuga For example, 
most people enjoy a little salmon occasionally, and are inclined 
to regard it as something of a treat; but it is pretty generally 
known that, if used as a staple food, salmon very soon loses 
its charm. The provision long customary in the indentures 
of apprentices, that they must not be required to eat salmon 
more than so many times a week, is the historical record of 
this fact. Salmon therefore could not well take the place of 
the Englishman's traditional rasher of bacon as the breakfast 
dish frr all the year round. It seems to be a fairly general 
experience (though of course by no means universal) that you 
may eat fried bacon for breakfast whenever you are inclined to 
do so, and may continue to be so inclined day after day and 
year after year; whereas if you were to eat salmon whenever 
you were inclined to do so, you would very soon cease to be 
inclined to eat it at all The appetite for bacon, then, when 
extinguished for the moment, rapidly recovers its pristine 
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vigour ; whereas the appetite for salmon, unless it is allowed 
a long period of recovery, becomes permanently lowered or 
deadened. If a man, though eating salmon as often as he 
feels inclined, does not eat as much at a time as he is inclined 
to do, the effect may be deferred. But even so, salmon will 
soon cease to be much of a treat 

Again, a man is not likely to eat oatmeal porridge for the 
pleasure of the palate when the appetite (as an index of an 
organic demand of the system) is assuaged ; whereas the 
skilled cook, ''by successive intensifications of his diabolical 
art,'’ may tempt a man from excess to excess by appeals to his 
palate, even when his appetite has long been sated. Now 



healthy and vigorous persons who are accustomed to simple and 
frugal ways are perhaps conscious, or subconscious, ou most 
days that they would enjoy a rather more elaborate diet than 
they are accustomed to. Bat every one who baa had ex- 
perien« of the two ways of living will tell us that those who 
live with severe simplicity get more enjoyment out of their 
meals than those who have an elaborate dinner every day. It 
is very easy to see why. The man who tries to extract the 
maximum of sensuous satisfaction out of every meal is securing 
trifling increments of satisfaction at the margin to«day, and 
IS thereby deadening bis capacity for enjoying the more 
Significant incremenU nearer the origin * tomorrow. He is 
not indeed substituting a craving for a source of satisfaction, 
but he IS lowering his possibilities of satisfaction. Thus, if a 
man hu a moderate supply of any such luxuries as we have 
been discussing, hie enjoyment may be represented by Fig. 6. 

' ‘ Origin u tho t«cbnic*l Unn for the point Merited O in ell our figure*. 
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He stops at x^, and there are still unexhausted possibilities 
of enjoyment But if be habitually goes on to though at 
first he secures the additional area of enjoyment 7^^ 

he gradually lowers the significance of the initial increments, 
and ultimately only enjoys the smaller area bounded by the 
dotted line above Ox^ instead of the larger area OppiXi- 
Again, the man who eats or drinks as soon os he is inclined 
to do so, often falls into the habit of eating and drinking as 
soon as he is able to do so ; and, as he never recovers a state 
of healthy hunger, he too always remains at the low level of 
enjoyment. 



Let us take another illustration. Some moderate smokers 
will declare that a pipe two or three times a day gives them 
great satisfaction, but that they do not miss it, in the sense of 
feeling any positive discomfort, if for any reason they are 
deprived of it. For the time being a single pipe completely 
exhausts the possibility of enjoyment, so that they would find 
no pleasure in further smoking. Let Fig. 7 represent the 
total pleasure, declining from the initial point of intensity to 
the point of complete satisfaction. 

It is obvious that after a pipe has extinguished the present 
possibility of further enjoyment a certain time must elapse 
before it is recovered ; and it will not be recovered suddenly. 
Let us suppose that after an hour the area of possible enjoy- 
ment has been recovered ; that is to say, the man is 

in the condition in which he was when he had smoked four- 
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fifths of his pipe. He nia/uow enjoy a cigarette that contains 
one* fifth of a pipeful of tobacco as much as he enjoyed the 
last fifth of his pipe ; and if he repeats this every hour lie 
enjoys five times the area iu the course of five hours. 

Whereas if he had not smoked for five hours he would then 


be just where he was before he smoked his last pipe and 
could enjoy the whole area Opx^ again. 

We have seen that our diagiains do not distinguish between 
the assuaging of a craving and the conferring of a positive 
satisfaction, and that in many cases the earlier incre- e, , . 
ments of a commodity may perform the first function, g«QC« ASrt 
and the later increments the second ; and, moi-eover, 
that the two may overlap. In the case of smoking it is 
possible, though not usual, for a man who enjoys it to be able to 
abstain completely from it without positive suffering. In the 
case of food or dxink this is impossible. Thus, if a man had 
a suitable allowance of food and drink, he might divide it up 
into a number of rapidly succeeding nibbles and sips (like 
cigarettes), or he might take larger portions at longer 
intervals. It would seem that in such cases tlte man who 
does not allow his organism time to recover its full sensitive* 
ness to pleasure before he endeavours to extract renewed 
enjoyment out of it. and the man who pushes abstinence to 
the point of positive pain and craving before he assue^fes it, 
supposing them both to eat the seme amount, would be alike 
wasteful in their administration. The luau who lets his 


organism recover its power of yielding enjoyment without 
inflicting positive suffering on it (or, if the two states overlap, 
goes back to the point at which the pain incurred and the 
pleasure secured just balance) is administering his resourcea 
to the best advantage, 

Note here again the extreme care that must be taken iu 
the use of diagrams. If our curve in Fig. 7 represented the 
value of successive increments of any commodity per month 
(as in the case of tea in Book I. Chap. II.), or per year, or 
per day, it would take no note of the different effects of the 


Wme rate of supply differently distributed within the period 
ni question, which is the problem we have now been discussing. 
Some system as to this internal distribution is tacitly assumed 
(as it was in our former tea problem) as constant during the 
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whole inquiry, or as modified according to some consistent 
system as the supply contracts or expands. This is as it 
should be, for whatever particular condition we are examining 
and are supposing to be subject to variations, it must always 
be assumed that the other conditions are constant. 

To return to our main inquiry. We have seen that certain 
kinds of enjoyment, and certain habits of consumption, while 
apparently innocent in themselves, are eminently wasteful 
fiom the hedonistic point of view, either because they more 
or less permanently deaden the keener powers of enjoyment, 
or because they never give those powers the opportunity of 
recover! Dg themselves. And yet deliberately to stop eating 
salmon when you would like more, in order that you may be 
able to get more pleasure out of a help of salmon this day 
week, is a piece of self-conscious sybaritism from whicli the 
healthy mind revolts. Even the man who will not eat when 
he is hungry and has suitable food before him, for fear of 
" spoiling liis appetite for a more sumptuous repast which 
lie expects in a couple of hours, fails to excite our admiration. 
We seem then to be in the presence of a kind of waste against 
which it is impossible to provide without unworthy attention to 
appetites that are only wholesome so long as they are unreflec« 
tive. And so indeed we are. But our analysis has resulted 
in a triumphant vindication of certain instincts which we 
may henceforth trust more completely, and which, if we 
follow them, will effect the desired saving and give scst and 
vigour to life, without any habitual self-consciousness. 
Luxurious living has always laiu under suspicion as hostile 
to a vigorous life, as something which, if not absolutely 
culpable, deserves a certain disapproval, and moreover as 
self-defeating even on its own chosen ground of physical 
enjoyment. Self-indulgent habits which, on the face of it, 
only seem to open up innocent sources of enjoyment are 
nevertheless regarded with a certain contemptuous impatience 
by healthy and vigorous minda The roan accused of self* 
indulgence retorts on his critic with a charge of asceticism; 
and his mentor, while repudiating the chai^, often finds 
it difficult to defend by lo^c the position to which he is 
guided by an obscure instinct But that obscure instinct, 
we now see. is perfectly sound, and it warns us against 
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forms of eujojnieQt which, if not viciously ruinoua. are yet 
wasteful. 

*\Ve seem now to have got at something like the pliilosophy 
of it. The self-indulgent person ia perpetually nibbling and 
never giving himself the chance of a hearty meal. The 
ascetic is always cutting back to the point at which the 
potentiality of a satisfaction passes into the realisation of a 
pain. And both alike debilitate their frames, and undul)' 
concentrate their minds upon material sources of satisfaction. 
For, be it observed, persons who have practised genuine 
asceticism (as distinct from persons who by nature or training 
have become indifferent to what m4»t men enjoy) will 
generally tell you that they were never so greedy in their 
lives as when they fasted severely ; and perhaps that they 
have never quite recovered from the effect of the practice. A 
sufficient effort of will, or a strong enough preoccupation, may 
extinguish or indefinitely suspend a craving, bub to maintain 
u want at the stage of craving, without extinguishing it, is 
to fix the mind upon it Hence many curious parallels in 
the moral effects of luxurious and ascetic living ; and hence 
tbe justification of the instinct for a robust and simple life 
that shuns both. 

We can now fully understand the recognised failure of 
all elaborate attempts to make life enjoyable by luxuries. 
A rich man trying really to enjoy himself in the Hedotnuic 
midst of his wealth often suggests a man attempt- viin« or a 
ing to batlie in his Sunday clothes. He cannot 
feel the sweep of wind and water over his limbs. Hence 
the genuine but futile wail of persons surrounded by luxury, 
hence their craving for the " simple life,’* and their restless* 
longing to break away from their surroundings and to put 
themselves into circumstances where money positively will 
nob command any but the simplest supports of life. Only 
so can they get into contact with the initial satisfactions 
which are reserved for thoee whose nerves have not been 
deadened and blunted by being called upon to respond to 
fresh supplies before they have recovered from the last, or 
to teize a little more excitement at the margin to the 
detriment of their tone at the origin. There can be little 
doubt that those who constantly go without things, not 
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because they do not want them, but because they cannot get 
them, and who have an unfailingly abundant supply of 
nothing but a few simple things, selected by experience for 
their staying qualities, get more pliysical enjoyment out of 
life, and a larger amount of physiciil delight out of their 
contsict witli things, than all the devices of luxury can secure. 
Aud, very happily, this mode of ordering life, with all 
its invaluable reactions, may be m«ajntained, when once 
deliberately embraced, not by thinking but by not thinking 
about it. The man who cares most for other things will act 
with the greatest wisdom in these matters ; and he will 
instinctively form habits, or, if you like, contract prejudices, 
which without self-consciousness will secui'c the best fruits 
of reflection. 

Tins question of self * consciousness enters closely into 
another problem, which has to be faced in all housekeeping 
above the lines of poverty and below the lines of 
EpicHTMn.^ luxury. We have seen that " second helps are 
never so good as first,'' and it would seem to follow 
that there is a primafacU gain (under the reserves indicated 
on pages 82 sq.) in having no second help to-day, but 
another first help to-monxiw or this day week. That is to 
say, if green peas or new potatoes (in tliemselves, let us take 
it, of the “ staying,” not the " cloying ” order of commodity) 
are a treat which cannot be indulged freely, it would seem 
to be better to have a little often than a great deal seldom. 
And many housewives follow this line. But it is by no 
means above challenge. Children who are habitually stopped 
at the first help when they keenly deaire more will almost 
certainly become greedy, if the reason given for stopping is 
that they may have the rest to-morrow ; whereas if they had 
sometimes had as much as they wanted, and none at other 
times, they might have remained healthily animal And so 
we are back again at the point which we encountered early 
in our inquiriea' We may pay too heavily for securing the 
best possible administration of certain defined resources in 
their application to their immediate purposes. On the whole, 
may we not say that the popular instinct regards as the most 
desirable life one which is simple to the verge of severity, 

» S«e p«gea 21, S2, cte. 
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but which allows a certain amount of variety, and prefers 
long or even complete and permanent abstinence to stinted 
and watched indulgence ? Bread and water, Epicurus de- 
clared, were good enough for him ; but for all that lie would 
like a bit of cheese, so that he could have a blow out when 
the fancy took him. We may be sure that when he did 
have cheese he liked to have plenty. I once heard of a 
servant girl who every year bought and cooked for her single 
self a peck of green peas. She said she liked to " have her 
fill 0* peas ” once a year, and when tliat was accomplislied 
she was in a state of equilibrium for the rest of the season. 
She was a true Epicureau. 

As far as material indulgences are concerned, then, tlie 
instincts of popular moral judgment condemn the most 
ruinous forms of enjoyment as vicious, regard less ruinous but 
still wasteful forms as undesirable, if not exactly culpable, 
and look askance at too scrupulous attempts to economise and 
maximise enjoyment, as savouring of self-conscious materialism 
and wanting in directness and robastoess. The roan who so 
orders his life that, with small or great variety, he periodically 
pursues hie enjoymenU down tlie elope of diminishing returns 
to a point determined by his general resources and tlie claims 
upon them, but never dulls his capacity for |>eriodical 
renewal of them, escapes the censure of the most riLdd 
moralist. He is ‘‘ living the simple life." 

But there is another kind of satisfaction, the indulgence 
of which positively increases the capacity for future enjoy- 
ment. The man who enjoys himself in such ways 
as neither to reverse nor to destroy nor merely to 
mainUin, but to increase his hedonistic capacity. 
gets a curious kind of credit for his conduct. 

Intellectual, literary, and artistic enjoyments (to P-'ioflli 
thoee who really enjoy them) belong to this class. 

Most of them demand at some period or other a “Superipr" 
certain more or less painful effort and discipline ‘^*'*'* 
Probably no one can get the highest and moat sustained form 
of enjoyment out of literature without a considerable amount 
of drudgery of one kind or another; and the same is true of 
art and at least equally so of science. Even exercises or 
studies which are in the main enjoyable must oOen be 
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pui*8ued all dowa the scale of diminishing returns of satisfac- 
tion until they cease to give any pleasure at all and become 
in various degrees painful, if we are really to make anything 
of our studies. Some wise man (is it Kuskin ?) has said that 
if we wish to do our best we must never work against the 
grain, but if we wish to do better than our best we must 
often go on when the work is irksome. We shall spoil it, 
but next time we shall do better than our former best. 

Now this kind of gratihcatioo, sometimes merely pursued 
past the point of enjoyment, sometimes associated with painful 
training or irksome preparation, but always tending to create 
un increasing fund of possibilities of enjoyment, is regarded by 
the popular instinct as “ superior." We speak of people who 
cultivate such sources of satisfaction as having " superior tastes." 
The slight half-veiled contempt for the " superior " person that 
we can often trace is apparently due, partly to a doubt whether 
he really does enjoy bis superior pursuits, and partly to a 
suspicion that he may be starved into them by the lack of a 
wholesome and vigorous appetite for the robuster enjoyments 
of his neighbours Lady Jane Grey appeared to prefer read- 
ing Plato to hunting and hawking ; but did she really prefer it, 
or did she only wish to prefer it, or wish to be thought (by 
herself and others) to prefer it ? And if she did prefer it, was 
it because she got more out of Plato or because she got less 
out of hunting and hawking than the others did ? Was it 
the presence of a faculty they had not, or the absence of a 
faculty they had, that made her choice differ from theirs? 
Our respect for "superior" tastes when they are genuine is 
shewn by our extreme desire that the " working-man " should 
contract them, by our distress if more fiction than history and 
science is taken out of our public libraries, and our willingness 
to bear a part of the expenses of lectures on "superior" 
subjects — for others to attend. 

Roughly speaking, these more fruitful enjoyments seem as 
a rule to be less exclusively and often less directly connected 
with the senses than the neutral or ruinous enjoyments are. 

It is true that the eye and ear are directly concerned in the 
enjoyment of music or of art. but the element of intellectual 
analysis and judgment, and, far more, the element of iin^in- 
ative and emotional association, play a preponderating part 
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iR them. Id the enjoymest of literature or of Bcientiftc in- 
vestigation the place of the seasee is still more subordinate. 
Now it is generally regarded as an axiom that mental and 
spiritual enjoyment is of a higher order than the enjoyment of 
the senses, and it is interesting alike for those who are. and for 
those who are not, prepared to receive such a judgment ns axio- 
matic, to note that at any rate it finds itself, like the other 
moral judgments we have examined, in easily traceable relations 
with the hedonistic calculua 

But the coincidence is not quite complete. For capaci- 
ties that be developed and rendered fruitful, perhaps 
at the expense of initial pain, sometimes yield TherciMicti 
material, not spiritual or inteUectual satisfactions, between 
They are theo on a level with “ superior ” satis- 
factions hedonistically. But the moral judgment 
declines to consider them superior/' The process iS'wbUc 
of learning to smoke wakes no moral enthusiasm 
even if it results in a power of enjoyment free from any vicious 
or wasteful craving. Having the ears pierced for earrings, 
in t))e old days, was only regarded as really praiseworthy by 
those vrho thought it a woman ’a firat " duty " to make herself 
attractive. No one gets moral credit for what has been called 
" the long and painful apprenticeship to the art of liking 
ohves." We have got some light, I trust, in this cimpter on 
the relations of instinctive moral judgments and the results 
yielded by a hedonistic 'calculus ; but it is far from my own 
belief that the one can be completely resolved into the other. 
This lost set of instances may serve as a warninK aKainst 
any such belief. 

The tendency, not fully accounted for by hedonistic con- 
siderations, to attach a note of intrinsic inferiority to pleasures 
of the sense is curiously illustrated by the case of connoisseur- 
ship in wines. If an interest in wines and a delicate judgment 
of them is combined with strict moderation it presents many 
of the qualities of an artistic enjoyment ; and the old-fashioned 
elaborate conversation about wine presented a curious analorry 
to the discussion of the merits, say. of pictures. Yet to have 
given such close and earnest attention to things of sense 
suggested a more or less material view of life. Hence a 
somewhat confused feeling. Connoisseurahip in wines seemed 

2 p 
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in itself to belong to a " superior order of enjoyments , but 
by its aseociabioDS and suggestions^ to an inferior ” order ; 
and accordingly it often provoked in the mind of the impartial 
outsider curiously mingled and conflicting feelings, now 
bordering on contempt, and now rising to something very like 
respect or even envy. 

It will hardly have escaped the reader’s notice that our 
examination of the reactions of different enjoyments upon the 
Tiie Uedoiurtic especially the section on the waste- 

vftiu< of fulness of enjoyments of the intrinsically cloying 
civiiiMtion. enjoyments carried to the cloying point, 

has been a running commentary on the dangers of civilisation 
and of increased command of luateriul comforts. If wisdom 
does not grow with power, our latter state, even from the 
material point of view, may well be worse than our former, 
as matenal wealth inci'eases ; and the action of the economic 
forces, uDguided and unchecked, naturally favours the growth 
not only of a class of ministers to vice, but of a class of persons 
who live by enabling people to get another drop out of the 
squeezed orange of to-day's capacity for enjoyineut, reckless 
of its reactions upon tO'inorrow. And further, it will be seen 
that the " simple life " comes, if at all. rather incidentally as a 
natural result of caring for worthy things than as an object 
selfconsciously aime(4 at for its own sake. The remarks on 
pages 186-139 may be re-read in the light thrown ou them by 
this chapter. 

Nothing that has been said in this chapter must be taken 
as committing the author to a hedonistic theory of ethics. 
Xedouhm Suppose a man deliberately desires to cultivate 
not ijivoiv«d impulses, and to train himself to a sense of values 

in o»r 1 . • • 1 

gfivttx\ winch he does not expect to give him the maximum 
principle*, personal happiness. Suppose there are tilings 
that he really does care for more than his own happiness, 
or impersonal objects that he wishes he did care for, and hopes 
he one day will care for, more than for his personal enjoyments, 
Such a man would endure suffering, sacrifice pleasure, and fight 
against many of his impulses, in order to secure a permanent 
set or habit of will and a firmly established scale of values 
which could only be justified by reference to some social or 
religious t^t Tliese purposes would have secured his loyalty, 
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but not ou the ground that they promised to secure his ha]ipi- 
ness. But the formation of such habits and the cultivation of 
such affections would, in this case, be the man’s active desire, 
for whatever reason ; and he would sacrifice the gratification 
of other desires in pursuing it His self-discipline and his 
renunciations would be, from our point of view, of the same 


order as those of the man who undergoes irksome discipline 
for the sake of acquiring a hedonistically valuable taste, 
though he would not be moved by hedonistic considerations. 
It is not my purpose, however, to discuss ethical theories, but 
merely to shew that the general principles on which oui* in- 
vestigations are based, while throwing light on the hedonistic 
calculus, do not presuppose a hedonistic theory, but are equally 
applicable to any other. 

1 will conclude this chapter with a few additional notes 
on the nature and limitations of the diagrammatic representa- 
tions we have used. They may be best n»gdrded as 
attaching themselves to the examination of roused 
and dormant desires ou pages 422. 423. A large 
number of personal curves probably rise for some 
time before the ordinates reach their maximum and begin to 
decline- The matter is a little diflicult to decide, foi it is 
not easy to keep it dear from the considerations, entcied upon 
above, of changes in the ethos of the individual during any 
cousiderable period. But it may well be that the same man 
with the eame tastes and capacities would be willing to puy a 
larger sum for, say, a second chance in the month of hearini? 
good music than he would for the first, possibly more for a 
third chance than for a second (and tbeu less for a fourth and 
mUi, and so on), not because his musical taste is improved 
but because hie musical appetite is roused. In any case when 
a dormant capacity or desire is roused, or a mild one stimu- 
Jatod, an abrupt or early cessation of the means of satisfyine 
It may leave us in a balked or aching state, which conatitut^ 
a pam m excess of the original sense of want or privation 
(hunger, or what not) which is as yet imperfectly relieved 
It IS possible that, starting with any given condition, and 
regarding relief from discomfort and positive pleasure alike 
as positive, the sudden arresting of satisfaction might leave a 
legacy of actual pain which would not be represented on our 
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diagram ; because the supply of the commodity has a positive 
value as long as it lasta, and would continue to have a positive 
value if it proceeded. Fig. 8 might give some kind of repre- 
sentation of such a case. It might mean that the man started 
ft^om a state of indifference, but pursued some occupation or 
enjoyinent with growing keenness, and derived a pure access 
of eatisfaction as the appetite was at once roused and gratified. 
Up to the amount Ox^ he has secured the area of satisfaction 
Op^x^, and there remains an unexhausted possibility of satis- 
faction represented by the area But if the supply is now 

broken off, the unsatisfied desire continues and the satisfaction 
ceases. The result is a pain represented by the negative area 



below Xjl. It is only after a lapse of time represented by 
that the pain wears itself out and the man returns to his 
initial state, having experienced both a positive and a negative 
satisfaction, the latter of which might in eome cases be the 
greater. In such cases we say we had rather have had none 
of a thing at all than the tantalising amount we secured, 
even though we thoroughly enjoyed that little while it lasted. 
Fig. 8, however, is a monstrosity ; for progress along the axis 
of X means increments of commodity up to x^, and for the 
positive area above, up to ; whereas for the negative area 
it means the passage of time from to (. It is really two 
figures, and the units of area alone are common to the two.* 
Returning to the phenomenon itself, we note that it may 
occur in every case of gratification arrested short of complete 
satisfaction. As a rule wc may suppose that the lower the 
1 Cf. 441, tad the whole of Chtp. II. 
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point to which we have reduced the ordinate the einalJer will 
be this offset of dissatisfaction. And in a welJ -filled life it 
will often be absolutely eliminated ; for although the lowest 
increment of satisfaction has not been squeezed out of some 
indulgence, aud a theoretical sense of want might supervene if 
the next occupation or experience of the man were inherently 
neutral, yet if there is some other pleasant or desired occu- 
pation to which to turn, the anticipation of it substitutes 
eagerness for something else in the place of a languid desire 
to continue the present experience on the declining slope. 
Perhaps the best theoretical defence of smoking that has yet 
been discovered by the numerous and able advocates engaged 
in the cause is the assertion that it prevents listless and 
self-indulgent persons from over-eating, because wlien the 
keen demands of appetite have been satisfied but there is 
still enough left to dally with, tbe seductive prospect of a 
smoke turns the mind into another direction and offers a 
greater satisfaction from the arrest of the pi'oeess of eating 
than can be gained from its continuance. 

It is a fact pointed out and abundantly illustrated by tlie 
psychologists, that the very same present sensations may be 
pleasant or painful, according to the anticipations of the 
immediate future with which they are associated- Tho 
hunger that is a conscious pain, if the prospect of a meal 
is at all remote, may.be a source of keen pleasure to the 
man who actually has his victuals before him, even before 
he has eaten the first mouthful. And in the same way the 
man who is accustomed to associate self-control with vigour, 
eojoyment of life, sense of command, and self-respect may 
derive positive and immediate satisfaction from the absence 
at the end of every meal, of that "sense of repletion ” which 
in Itself, according to Alexander Bain, is "massive and 
serene." 

The concluaion of the whole raatler, eo far as our diagrams 
are concerned, ie that it is generally an abuse of the diagram- 
matic method to attempt to make a curve represent, with any 
closenesB, an isolated and concrete experience. A curve must 
^present the ulimatt /ormtd by the contumer of the value to 
him of the successive increments of the commodity and that 
estimate will be formed in view of all tbe immediate effects 
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and remoter reactions and implicationa which he is capable 
of appreciating. All these considerations therefore will tell 
on the height of the ordinates, which must be regarded as 
registering the resultant estimate. The anticipations on which 
they rest will perhaps never be perfectly justified ; but as 
anticipations they have already made all the necessary dis- 
counts, and they need no kind of supplementing or correction. 
Declining ordinates mean that the consumer, taking at his 
own valuation all the considerations that can influence him, 
desires successive increments of the commodity with declining 
eagerness ; and his estimates are based upon anticipations 
which are constantly being checked and modified by experience. 



CHAPTER II 


OH TR& DIAGRAMMATIC MSTHOD OF RBPKESRNTING ARRAS OK 
SATISPACTIOH AND MARGINAL SIGNIFICANCES ^ 

Summary.— method of vt^OHiding economic phcnom&na 
CUTTHS demands closer examination than we have yet 
given it, and turns out on inspection to present many 
problems both of interpretation and coTUtruction. The 
measurements on the axis of Y indicate limiting rates of 
margined significance, and, whi/e expressed in an objective 
rate-unit, they must ultimately rest on estimates based on 
psychic experience. Hence difficulties arise as to the rela- 
tion between olgeetive aiui psychic the possibility of 

kuping that relation stable, the meaning wt are to attach 
to accuracy of estimate and the conditions which Hmil 
that accuracy. If we express the data of Book I. Chapter 
II. as to the significance of tea in the form of a tea curve 
we are led to examine (a) the implicaiions of the special 
formula to which our data eoitformed, and (b) the ptssi- 
bility of any simple mathematical formula approximately 
representing the facts. An attempt accurately to interpret 
the curve further leads us to distinguish between a carve 
of total sati^aetion and margined sign^'cance ou the one 
hoTid, and a curve of priee-and-quaiUity-purchased on the 
other hand. We find that these turves can, at best, ojtly 

coincide approximately, and that au individual curve 
purporting to represent both series of phenomena cun 
theoretically only be a lemperamerUal compromise. 

In the precediDg chepter I have represented satisfactions 

• Cb«pt«» II. fto<i III., though icoporUnt from th« theoretical point of view. 

•« 01 «ci obatnet and lomewhAt acmdemic character, aiid *01110 reader* ni 4 \ 

PMor to go OD at odco to Clia|i»*r IV. 
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by areas bouoded by curves, though with the express reserva^ 
tion that this procedure raised questions and required 
explanations upon which it was not cODveoient to enter 
at tlie time. We will now proceed to a more careful 
examination of this method. We shall frequently employ it 
hereafter, 

The representation of a given satisfaction by an area of 
any kind, whether rectilinear or curvilinear, involves by 
impiicAtion^ implication the conception of a unit to which 
of dia^Am. different satisfactions can be reduced, and in which 

maUc curves , > » > 

Unit of they can lie expressed for diagrammatic comparison 
wtisfActiop. other. And though this idea is far 

from familiar and presents great difficulties when first expressly 
suggested to the mind, we have nevertheless seen that it is 
directly implied in all our practical dealings and deliberations; 
and it underlies all the investigations upon which we have 
hitherto been engaged. For to say that two things are of 
equal value to us, and that another thing is just as valuable 
to us as both of them put together, is to say that the 
latter is worth twice as much to us as either one of the 
former, or that we anticipate a satisfaction twice as great from 
the one us from cither of the others. If we say that a thing 
is just worth a penny, we are thereby equating the satisfaction 
we expect it to yield with all the other satisfactions which we 
believe a penny would secure at the margins of other branches 
of expenditure, and if we went on to say that something else was 
worth exactly throe shillings and not a penny more, we should 
be saying that we expect it to yield as large a satisfaction as any 
thirty-six things we could get for a penny each, or a satis- 
faction thirty-six times ns lai^ as that which any one thing 
just worth A penny is expected to yield. Now it is quite 
true that such estimates are often vague, and almost cMual, 
and that they are subject to every kind of fluctuation and 
inconsistency; but every deliberate act of choice, or of 
administration of resources, is an attempt to make them more 
precise and consistent ; and even an impulsive choice is a 
declaration that at uny rate one thing is more valued by us 
than another, and this involves an act of quantitative com* 
pariaon. Such os they are, these choices, impulsive or deliberate, 
are verdicts as to comparative volumes of satisfaction, considered 
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magoitudes, and they often express thctoselves in units of 
pence and shillings. 

Now all commodities, services, or opportunities that 
enter into the circle of exchange are ultimately estimated 
not as physical or objectively measurable magnitudes, but as 
sources of anticipated satisfaction ; and we frequently estimate 
things that are not in the circle of exchange in terms of tliinga 
that are, and constantly choose between things that are and 
things that are not in this circle, weighing them against each 
other. Thus it is clear that for each one of us, at any given 
moment, the ordinary conduct of life unmistakably implies 
and involves the conception of satisfactions as magnitudes, 
and therefore as expressible ideally in units, which may be 
represented diagrammatically by unit lines, or areas, or other- 
wise, as suits our convenience. And just as, in measuring and 
comparing lengths with a view to determining their relative 
magnitudes, it does uot matter whether our unit is an inch, a 
metre, or a mile (the difference being only in the numerical 
expression of the results obtained, not in the results themselves), 
so it is of no consequence whether we take our unit of satis- 
^tion as that represented by Id. or that represented by £1. 
But in comparing different satisfactions, expieased as areas we 
must always remember that to be comparable us magnitudes the 
satisfactions must be estimated by the same i>ersoD- With 
these reservations we may now proceed to the diagraumiatic 
represenUtiOQ of the estimates dealt with in the second 
chapter of Book I. and generally to the interpraUtion of 
curves of total and marginal satisfaction. 

We may take (arbitrarily) a small square on the ruled 
paper of Fig, 9 to represent one-quarter of tlie satisfaction 
anticipated from the expenditure of a farthing. Then four 
squares wiU represent the satisfaction correspond to a 
farthing, sixteen squares that corresponding to a penny, and 
12 X 16* 192 that corresponding to a shilling. Any i-ect- 
angular or curvilinear area, irrespective of its shape, if equal to 
192 smUl squares would then represent this shilling volume 
0 satisfaction. It might, for iustance. be a rectangle with a 
baw of 1 aud an altitude of 192. or one with a b;.se of IC 
and an altitude of 12. 

Taking a side of a small 


square as our linear unit, let us 
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now agree that the unit length (not area) measured along any 
base line shall represent a periodic (monthly or as otherwise 
, ^ defined) supply of one ounce of tea, and a base of 1C 

tion of such units a supply of one pound. We can now 
represent diagrammatically any of the data as to tea 
which we assumed in Book I. Chapter 11. For 
instance, the fourth pound was expected to yield a satisfaction 
equal to the significance of 8s. in any other application. This 
w'ould be represented by an area of 8 x 192 ; and as we have 
agreed that a basis of 16 shall represent a pound, a rectangle 
of base 16 and altitude 8x12 (»96) will be the proper 
representation of the satisfactiou anticipated from the con- 
sumption of the fourth pound per month (Fig. 9 (a)). But of 
this fourth pound we saw that the first half was estimated at 
4s. 5^d. and the second at 3e. 6^. These values would be 
represented respectively by rectangular areas containing 862 
and 684 small squares, and since the basis of each would, by 
our convention, be 8 (corresponding to J lb.), their altitudes 
would be respectively 106^ and 85^ (Fig. 9 (6)). We can now 
interpret units of altitude. They will not signify positive 
quantities, as the units of the base do, but penny rates of 
satisfactmn per pound of the commodity, or halfpenny rates of 
satisfaction per half-pound, and so forth. 

Now, taking <id in Fig. 9 (b) at an altitude of 96 as in 
Fig. 9 (a), it is obvious that the rectangle ah, which is added 
to the original rectangle at the left, is equal to cd subtracted 
from it at the right, since the total area of the two 
^fferentiated rectangles is to be exactly equal to that of the 
integral rectangle that represents the satisfaction yielded by 
the whole pound ; and we may suppose that this differentiation 
between half-pounds, quarter-pounds (or any other fractions, 
for it is not necessary to proceed by bisection of a pound 
rather than trisection, for instance), may be carried as far as 
we choose. The area of any succesaion of differentiated 
rectangles will always remain equal to that of the integral 
areas that present them collectively as a single m^nitude. 
In Fig. 10 let us carry out this process to different degrees 
of advancement for the different pounds ; and let ue draw 
a curve such that in the case of the small and the large 
rectangles alike it always adds on an area to the left equal 
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to that which it cuts off to the right, so that for any base 
the area bounded above by the curve shall be exactly equal 
to the rectangle standing on the same baee. Such a curve 
may be regarded as integrating any number of contiguous 
rectangles which we choose to take in succession. That is to 



Bay, the area intercepted by the curve above any line measured 
along OX will be exactly identical with the area contained 
in the whole series of rectangles standing upon the same base. 

This is a curve of total satisfaction, and its meaning is 
now obvious. We have seen that ideally, and in the limit 
the significance of any commodity is a magnitude continuously 
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changiDg as we recede from the origin, so that, however small 
the increment we are considering, the change cannot be re- 
garded as suspended during the progress of its consumption. 
The whole process, then, ideally considered, is properly 
represented not by a series of steps or discrete areas, however 
small, but by a curve>bounded space. Such a curve, could 
we obtain it, would give us at a single view the whole 
infinity of facts to be registered. If we take any portion of 
the weekly, monthly, or other periodic supply of a given 
commodity (whatever our conventional units may be), e.g, the 
third unit, or the quarter of a unit between 7J and T-j’g, or 
generally the portion represented by the line ab on the axis 
of X (Fig. 11), then the curve is constructed so as to bound 
an area, exactly representing the satisfaction antici- 

pated from the consumption of the portion of the commodity 
represented by ah. And note that whereas in Book I, 
Chapter It we directly assumed data as to pounds and binal 
fractions of pounds only, a curve assumes that ws have all 


conceivable data, and can begin and end anywhere we like. 

This continuity and entire accuracy of data is, of course, 
purely ideal. We may conceive approximations to it, but to 
imagine that any one could distinguish between the rate at 
which tea was ministering to his satisfaction at the beginning 
and at the close of his consumption, say, of the 7 ’943 2th pound, 
and could expiess this difference in fractions of a shilling.per- 
pound rate, is an absurdity- Indeed the reader who has some 
tincture of mathematical culture will perceive that even an 
underlying assumption of commensurability between the 
satisfactions accruing from successive conventional units of 
the commodity and those represented by the conventional 
unite of the currency is inconsistent with ideal accuracy. 
These reflections reveal at once the great convenience and the 
ingrained artificiality of the method of representing economic 
quantities by curves. The very nature of a curve is 
incom^tible with the nature of the phenomeuH we are 
investigating ; but it is of high value as an ideal simplification, 
and as a means of mentally arresting phenomena, which in their 
actual existence are unmanageably complex and fluctuating. 
If we professed m our diagrams to present possible or actual 
iActe. we should have to undertake the hopeless task of 
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deterininiog in each case what degree of accuracy might 
reasonably be assumed ; whereas by frankly presenting the 
unattainable limit in every case we declare at once the ideal 
nature of our 1 hypothesis and of our representation of it. 



This being understood, the reader will have no difHculty 
(if he turns back to our investigations as to “ limiting rates 
ordiBAMs on pages 60 in recognising the height api 

of ourve above any point a as the graphic 
ornargioBi representation of the a anting rate of sigiuficance 
Hguifiune*. whatever unit measured) of increments or 

decrements of the commodity taken from the point a. For 
on considering the errors (p^/pi and Piffp, respectively) that 
would be involved in treating the areas above ab and ac as 
equal to each other and to the rectangle on base afi (or ac) 
and with altitude ap^, we shall find that they become smaller 
not only absolutely but proportionally to the areas them- 
selves as we make the increments ab and ae smaller ; and 
this without limit For if we halve the lengths ah and ac 
and erect pei*peQdicular8 on them and then compare the 
rectangles on these bases, and with altitude with the 
areas above the bases bounded by the curve, we shall see that 


rH. II 


THE DIAGRAMMATIC METHOD 


447 


the error involved In treating them as equal is in each axan 
less than half of the corresponding error for tlie wider busis. 
Tlie proportion of error, therefore, decrcoaea, without limit, as 
smaller bases are taken. Thus the height ap^ represents a rate 
of satisfaction per unit to which no increment or decrement 
taken from the point a ever conforms, as a whole, but which 
always lies between the rates proper to any given increment 
aud to the corresponding equal decrement, and to which those 
rates approximate without limit as they decrease in magnitude. 
The units on OY, therefore, measure limiting rates of the 
significance of units of the commodity (per unit of time) as 
the increments are taken smaller. Or. in abbreviated ter* 
tninology. the ordinates represent the marginal significance of 
the commodity for any given supply, So, too, in Fig. 10 the 
areas p^cd and p^d respectively will be not only smaller, but 
smaller in proportion to the rectangles da and db aa e or e 
approaches d. 


We have now a provisional conception of what a curve of 
marginal significance would mean if we had it, and we may 
go on to the examination of the bearing upon the 
determination of the form of such a curve of any 
data we may suppose ourselves actually to command, of 
Let us rule our paper, as in Fig. 10, so as to mark 
recUngles of base 16 and altitude 12. Returning to our 
example of tea, we may retain the significance of all our units, 
snd for convenience may register successive pounds (each 
pound being 16 ounce-uniU) of supply along OX, and suc- 
cessive shilling. per- pound rates of significance (each being 
12 times a penny. per- pound rate) along OV. Each large 
rectangle, conUining 192 email squares, will indicate, as 
before, the area of satisfaction represented by a shilling. 

It is obvious, to begin with, that any 'datum we may be 
able to obtain will give us some information as to the course 
of the curve. If we know, for instance, that the fourth pound 
of tea yields an area of satisfaction valued at fia, we shall 
know that the curve must be such that the area ap^pj, equals 
the area m. and the area p,d/ equals the area /cn,. (\Ve shall 
express compliance with this condition by saying that the 
curve satisfies the datum '• of the area ac.) But there is an 
infinite number of curves that would fulfil this condition 
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Some of them might bisect dc, and others might cut it at 
points indefinitely near to d or c, and they might intersect 
the verticals from n at id f> at any variety of points. But if 
we have tlie additional data that the first half of the fourth 



pound corresponds to the area and the second to the area 
many of these poesibilities will be excluded » for the area 
which the ctirve adds to ag must equal the area it cuts off 
from it ; and the same must bold for The course of the 
curve, therefore, will be more closely determined by the two 
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I’ectuugles ag and hh than by the one rectangle oc, wliicli is 
equal to their sum. In our original hypotheaia we euppoaed 
the eatimatee of successive pounds of tea to reveal an easily 
detected law which enabled us at once to calculate any smaller 
areas we liked to choose. This formula would absolutely de* 
termine the form of the curve, and tracing it would only be a 
matter of calculation. But if we assume no such prr»perty, 
and imagine cacli datum to stand alone and not to involve 
any derivative data (assuming only the general pioperty of 
continuous decline, after a certain point, which we may take 
as fixed by the nature of our iuquiiy), then it is clear that 
the minuter tlie increments for which we cau obtain estimates, 
tlie moi'e cloeely can we determine the course of the curve. 
For instance, we have set out on Fig. 10 (page 444) a series of 
data as to pomids, half-pounds, etc., and we see that, m far at 
thty tktw (that ts to say, apart from our knowledge that our 
formula would enable us to split up the larger rwtuiigles as 
hncly as we choose), there would be room to suppose that the 
curve undulated with considerable violence over the portion 
coiwapouding to the increment from 4 lbs. to 7 Iba, but that 
our data enable us to assert a more regular course for tlie 
portion corresponding to the increment from 2 lbs. 12 oz. 
to 3 lbs, 4 02 . Seeing then that If we have given any two 
contiguous rectangles of satisfaction. oAy/m and inknh, the 
curve must always pass between the points y and h, it 
follow tlist if we could detennine the areas corresponding to 
iudehnitely small increments we could determine tfie p<«ition 
of the curve at any part of iu court* within indefinitely 
narrow limiU; for just os we determine a point absolutely 
if we CAU determine any poeition we choose of points, that 
approach eacli other without limit, between which it lies,' so 
we can determine a curve absolutely if wc can determine, 
as closely as we like, two mutually appro.ximatiug points 
between wliich the value of y, corresponding to any ^iven 
value of a*, lies. ^ ® 

But liere it will be well, for our security, to establish the 
act that whereas (as we have just seen) a curve may satisly 
the datum of a certain area, but may fail to satisfy the data 
ot two smaller areas into which it can be broken up. it is 

* Se« page 60 . 
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not possible for it to satisfy the duta of two luljacejit areas, 
severally, without also satisfying the data of the total area 
which is their sum. The general proof of this proposition, to 
which we will now pi'oceed, applies to all the different forms 
of curve shewn in Fig. 13. 

We start with the two rectangles ak and and construct 
li curve, eno/pff, such that it adds and subtracU equally from 
each of the two lectanglea. The equal areas wo mark by 
oblique or horisonUl lines respectively. There are, of course, 
an indefinite number of sucIj curves ; but if we construct an 
integrating rectangle, (u, by dmwiog a line, be, that makes the 
rectangles bh and rc equal, the area which the curve eno/p^ 
cuU off from the recUngle uc will be ecjual to that which it 
adds to it — that is to say, the area th/ will equal the area gc/. 
Since we have emn m nho we may substitute the latter for the 
former, and we shall have eh/m bmho/. Again, since we have 
hhmrc, we can obtain by substitution brnhofmse/or. And 
since we have rcpmptg, we can again obuin by substitution 
sc/or mgr/ Therefore we shall have eh/mgc/. Q.E.DJ 

Thus, if we have any series of rectangles arranged as in 
Fig. 10, on bases measured continuously along OX, a curve 
which adds to and cuts off equally from any contiguous pair 
of these recUngles. severally, will have the same property with 
respect to the integrating recUngle that is equal to their sum 
The rectangle so obUin^ may then be substituted for the 
two recUngles of which it is the sum, and we may again 
integrate it with another recUngle, still relying on the wme 
result, so that the curve will always add and subtract equally 
from the area of the integrating rectangle that sums any 
number of contiguous areas with the daU of which the curve 
complies severally. 


It IS evident, therefore, that since we can always rely on 
tlie curve's reuining its fundamental property when we add 
toother the daU on which we build it, but never when we 
subdivide them, the accuracy with which we can determine it 
will depend on the arcuracy and the fineness of the data on 
which we can construct it. 
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To what degree of approximatioD, then, cau we hope 
actually to determine such u curve ? Or, rather (since the 
, question so put liurdly admits of a definite answer), 
tun avteriuioe what are tiie prmciple>< which will determine the 
degree of approxiinatiou to an ideal curve that 
<lvt«riumiBg may be realised iu any particular case ? In tlie 
•uch curve-, ug consider the question of accuracy. 

Tn tlie case of tlie tea curve, for instance, we have to ask what 
will determine or intiuence the limits within which we cun 
reason ably suppose our housekeeper's estimates to be exact. 
But on the very threshold of this inquiry we are met by a 
grave difficulty. What do we mean by accuracy of estimate ? 
If we are speaking of the estimate u man forms of the length 
of u stick, for example, or the height of a top-hat, we are 
speaking of something which cun be tested by actual measure- 
ment. Thus if we say tliat a man can be trusted to judge a 
yard to within a quarter of an inch, we mean that if he declares 
sucl) aud such a thing to be exactly u yard long, or undertakes 
to measure with hie eye a yard length from any given point, 
we shall hnd on testing it by standard measure that what he 
pronounces to be a yard will not be leas than 35^ inches, nor 
more tlian 36^ inches. But what could we mean by saying, 
for instance, that you could rely on a liousekeeper’s estimates 
of the significance to her of sucli aud such au amount of tea, 
under such and such circumstances, to a farthing f She is 
making an estimate, and if that u her estimate, what is tho 
meaning of calling it accurate or inaccurate ? Even if you try 
to bring it to the test of experience, and ask her afterwards 
whetlier her estimate is justified by the result, she can only 
tell you that it hus or has not procured a satisfaction equal 
to what she now supposes she could have got by the sum slie 
mentioned, if she had applied it otherwise ; and this is itself 
an estimate. Though her estimates, therefore, are based ou 
experience, end are checked and modified by it, yet no objective 
standard of experience cun be kept for reference, or cun be 
applied objectively as a check, like the standard yard. 

Apparently, therefore, what we should mean, iu the first 
instance, by saying that a housewife's estimates, under certain 
conditions, will be reliable to a farthing, would be something 
like this : — If we ate dealing with estimates, as such (and not 
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wit)) t)ie experieTiccA which might or might DOt correspond to 
them if tlte experiment were made), we shall dnd t])at t))ey 
nny l>6 made in various wa/a We might ask a housekeeper 
to siiy how much another lml(-]>ound of tea would be worth to 
liur if tihe already had 2^ piouuds. and then some time after^ 
wardn, wlicn she liad not that question and answer in her 
mind, we might ask her what ))alf-a'pound would be worth if 
she had 3 pounds. Then again we might divide tlie amount 
into other factions of a |)OUod, thirds or hfths, and begin at 
some other base than 2^ pounds, but include the former area 
in our new inquiries. And hually, we might ask ])ow much 
a whole pound would be worth if she already had pounds. 
Now if she answered all these questions independently, giving 
every answer on the stiength of a direct estimate, withotit 
men til reference to previous answers, end if the answerH 
when compared uever revealed inconsistencies of more than a 
farthing iu tlie pwuod, and if similar testa produced similar 
results wherever applied, we could say with confidence that 
her estimates were not mere guesses or random selections 
of pirices or quantities on which her mind was accustomed 
to rest, but were direct and genuine quantitative estimates, 
accurate as estimates, and therefore consistent, to witliin a 
farthing u pound. Another test would be to present the 
same question at difTerent times in such differeut lights or 
connections as to suggest different answers, and see wlietlier 
such suggestions or associations influenced tlie answer. 

This must be the primary meaning of accuracy and relia- 
bility of estimates as such. But behind this we may think of 
the correctness of the estimates as attempts to .. 

• MoAkliilff of 

r&uise hypothetical experiences. We may have a accitroc)' in 
clear and consistent idea of the value we should 
attach to such and such a supply of a commodity if we already 
commanded just so niucli of it and no more, and it may be 
impossible to shake that estimate by the most skilful cross- 
examination ; but yet if the experience comes we may find 
that we had formed a very erroneous conception of it, and 
out estimates may be very different now from what they were 
when the experience was only liypothetical. Thus remoteness 
of the supposed case from experience may either affect the 
precision of our estimate as such, or it may make our estimate 



454 


THE COMMON SENSE OF POLITICAL ECONOMY 


DX. It 


now (whether precise or vague) unreliable as a forecast of 
what our estimate would really be under other circumstances. 
These two things must always be distinguished in our minds> 
though it may not always be necessary to insist on the 
distinction in any particular context. 

But yet again. It is i in possible to banish the idea that 
as well as more or less imperfect estimates there are certain 
definite and ultimate facts to be estimated, and that faults or 
errors of estimate do not affect these ultimate facta How 
can we get at precise conceptions in this matter ? Clearly we 
arc still dealing with subjective experiences and not with 
external magnitudes. But just as we know that many im- 
pressions are received by the eye but not consciously 
registered by the mind, so there may be many sensations and 
experiences that actually go to making us happy or strong or 
the reverse, but of which we are not conscious as causes, or 
which are in themselves so sliglit that we have not learned to 
pay attention to them. An ideally perfect estimate would 
identify every cause and register every effect, and would 
actually assign to all experiences the values' they would have 
for us if we distinctly realised them. We can reach no con- 
ception more nearly approaching objectivity than this. 

Returning now to our actual estimates as such, we may 
go 00 to examine some of the influences which make a greater 
CosdiiionH leaser degree of accuracy, in the sense of precision 
thftt air^ei and consistency, possible in any given case. But it 
mioiuvn«si be well at this point to develop a distinction 
oUMnM*. that hjis aheady been made, though not emphasised.* 
Accuracy is not the only valuable quality in our data, for we 
have seen that the curve which satisfles the minuter will 
always satisfy the broader data, and the minuter data deter- 
mine the curve more closely thau the broader. Minuter data 
of a certain relative inaccuracy might therefore determine the 
course of the curve more closely than the broader data of 
relatively greater accuracy. In Fig. 10, for example, we 
might suppose that the area of satisfaction corresponding to 
the sixth pound was given with great accuracy, but if we had 
DO minuter data the curve might, for anything we should 
know, undulate in an indefinite number of ways, within wide 

' At the bottom of p*ge 451. 
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limits, over tluD portioQ of its course. We should have one 
accurate datum, but the coiiise of the curve would be in deter* 
ininatv ; whereus we might suppose a considerably higher 
degree of proportional inaccuracy in our data at and about 
the end of tlie third pound, aud yet be more certain that we 
liad determined the course of the curve about that point 
within narrow limits. The relatively inaccurate data, because 
tiaiTOwer, would exclude mauy possibilities whicli a more 
accurate datum, if broader, might admit. And, as we nhaW 
see, it !nay very well happeu tliat the broader data are, ns u 
matter of fact, proportionally more accurate thuii the narrower. 
In such a case the narrower data may be of service to us in 
determining the general course of the curve witliiri the limits 
of t)ie broader data, but owing to Uteir relative inaccuracy in 
detail tlieir snininatioD might give results incompatible with 
the broader data, anti in such cases we should be guided by 
them only in such a general way as is consistent with com* 
pi i Alice with tile less deter mi naU but at the same time more 
accurate conditions implied in the bii>ader dat^u 

Witli this pioviso we will proceed with our examination 
of the conditions favourable to precision and consistency of 
esc i mate. Some general remarks on precision in estimating 
objectively ineaHurnble magnitudes may precede our rx* 
amination of the moio evasive estimate of satisfactions as 
magnitudes. 

We mast not bliirlc the ditticulty aud complication of this 
problem, or the fact that any general principles we can lay 
down will be subject to every kind of disturbanw from tlie 
pcvHounl idiosyncniMies or the special experiences of the indi- 
vidual who makes tfie cstii nates. It will, however, he 
udmitteil that in estimating quantities of any kind, a given 
individual will have a raugc, or theoietically a point, of 
maximum accuracy. Take an observer wfiosc exjierienco, 
professional or other, gives him no particidar guidance in the 
matter, and present him successively witli tsvo pieces of wire, 
one an inch and the oilier an inch and a half long; then, 
Buccewively. with tiiagrams shewing sp««cs of in. and in. 
respectively, intercept6<l between tine Htjes. Then bike* him 
to a place from which lie hfw a variety of views, and under 
conditions identical as to distauce. angle of observation, and 
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80 forth, ask him to notice the distance between the tnink of 
a tree and a boulder (known by you to be 1000 yards), and 
subsequently the distance between the edge of a tarn and 
the edge of a snow patch (which is 1500 yards). In each 
case ask him what proportion the first length in each pair 
bears to the second. You will probably expect a more 
accurate proportional estimate in the case of the inch and the 
inch and a half than in either of the other cases. Perhaps 
there will be some other length which he will be able to 
estimate more accurately still, but there will be some point, 
between the thirty-second of an inch and 1000 yards, in the 
neighbourhood of which his estimate will reach the maximum 
of accuracy. And as he recedes fiom this in either direction 
his estimate will become less reliable. It does not follow, 
however, in individual cases, that this departure from accuracy 
will l>e regular and continuoua There may be certain definite 
magnitudes which, for one reason or another, the individual 
huM beeu accustomed to measure with unusual accuracy, and 
these may be irregularly distributed. Thus, if we take h 
carpenter who is also a professional cricketer, and who, wlieu 
a hoy, sometimes ran along a mile of road keeping pace with 
a stage-coach, and if we submit to him pail's of leugtlis which 
are really the same fractions of each other in every case, an<l 
not very remote from equality (say that one ia nine-tenths of 
the other), probably if their mean is a foot he will estimate 
them with greater proportional accuracy than if their mean 
is 9 yards. But again he will measure them with greater 
accuracy if their mean ia the 22 yards of a cricket pitch ihau 
if their mean is 9 yards ; with less accuracy if their mean is 
1000 yards than if their mean is 22 yards; but with gieater 
accuracy again if their mean is a mile than if their mean is 
1000 yards. Thus, the general principle that there is a 
certain im^nitude in the neighbourhood of which estimates 
reach a maximum of accuracy from which they depart in either 
direction, may be qualified by any vivid experience or frequent 
practice which may have cultivated particularly accurate ob- 
servations of certain lengtlis. And whatever the points of 
maximum accuracy may be the man will attempt to reduce 
hia problems, when possible, to terms of the lengths he can 
best judge. Thus if a length ia unmanageable he will try to 
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divide it into halves, thiiNis. or quarters, or to multiply it by 
two or one and a lialf, and see whether these fractions give 
him lengths that he can judge immediately with some con- 
fidence and from which he can tlien calculate the others. The 
boy who, when asked how he would estimate the distance of 
tlie sun from the earth, an swelled. “Guess a quarter and 
snultiply by four/’ had a confused sense of a sound method 
in his mind, though he was not fortunate in his application 
of it. 


Now in tlic case of our tea curve all tliese complications 
are piesent, and certain others as well. The ultimate qnau- 
tities to be estimated an<l compaied, liere ns 
elsewhei'e in the administration of resources, are p^yciiic 
not tea. leaves and pence, but cjuantities of satis- 
faction ; and yat the housewife is never accustomed 
to think of these as quantities at all. She thinks in pounds 
and ounces ol tea, and iu shillings and pence of money, but 
the half- unconscious and wholly uuanalysed processes which 
emerge into conscious delibcintions under these denominations 
of ounces and jience really concern ]c»U of satisfaction. Hence 
a divergence between the points on which her deliberations 
cvystnilise themselves in ln*r own con scions ness and those on 
which they actually depend. 

It is not difficult to sec why this is i*o. In order to 
estimate tea with reference to other commwlitieii we must 


express its value in terms of money, as the vomnion measui'e 
between all the coinmoiUties in question; and we shall estimate 
It in the quantities in whiidi we are accustomed to buy it. 
J^ul our direct experience oi its value is ha.scd on much 
Hmaller units, for while we jwiy for tea by the pound \vo 
consume it by the cupful. If a man drinks two cups of ten 
ol a certain aver*ige strength every day for breakfast, his 
estnnate of the value of a pound of tea must he arrived at by 
considering it as supplying, aay. sixty- four breakfasts, and the 
margioal value of a quarter-pound by considering the 8i<mi. 
ficjmce of substituting it cup atid a half for two cups at these 
sixty-four breakfasts. The enjoyment of tea at one breakfast 
*8 the quantity of satisfaction lie really estimates, but in order 
to bring it into corre3|>ondence witli his problems of expendi- 
ture hu must reduce it to the toms in which he actually deals 
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in it If we express our estimate of one sixtj^fourtb of a 
pound of tea in terms of tooney we fall into manifest ab- 
surditj. For money is an instriiment of practical exchange, 
and since we cannot give effect to these minute estimates of a 
fraction of a farthiog in any actual transaction, this method 
of expression loses all its value. Hence the sense of intoler* 
able unreality in our previous working out of the tea problem 
(pages 44>63). As we narrowed the areas of our estimates 
and 80 brought ourselves nearer to the actual basis of realisable 
experience we continued to express those estimates under a 
denomination that was becoming more and more hopelessly 
inappropriate and unc’onvincing. 

Thus the point at which we deliberate as to alternative 
expenditures of money is likely to be remote from that at 
which our experience gives us the most direct aud vivid sense 
of the immediate value of a commodity. In u word, to 
compere one frpevditure with another we have to recede 
indehnitely from the points at which we can best compare one 
expeiience with nuother. Commodities are not practically 
exchanged with each other, or obtainable us alternatives, in 
the <|uan titles in which the experiences tliey provoke are most 
directly comparable with each other. And os we are more 
accustomed to deliberate conscioiisly as to expenditure than us 
to satisfaction (though our whole expenditure is ultimately 
regulated with a view to satisfaction), u difficulty inevitably 
arises. The careful administrator does occasionally revert 
consciously to the primary and ultimate basis. She may from 
time to time calculate, for instance, how many rice puddings 
can be made out of a pound of rice, or how many breakfasts n 
pound of tea will provide, in order to establish a kind of 
bridge along which she may pass either way from the 
quantities in which she buys commodities to the quantities in 
which she experiences their services. She sometimes travels 
from her expenditure per pound or per annum to her satis- 
faction per quarter-ounce or per diem, in order to base herself 
upon experience, ajid she sometimes calculates how much a 
saving too minute to lie estimated in coin of the realm day !•/ 
day would amount to in a month or a year, in order that she 
may bring one set of experiences into terms under which it 
may be compared with another and altertiative set. 
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As we are now to deal with the ultimate limits of 
accuracy in the construction of u curve, it is obvious that we 
are concerned not directly with sliillings and pence umni®ie 
per pound, but with the estimates of satisfactions b»i4 
per cup, and so forth, as iiuaiitities. Obviously it 
is with these that the housewife must ultimately wrestle. For 
instance, if an economy is to be effected she may liave tea at 
fewer meals, never supplying it at certain times of day unless 
it is expressly asked for, or in the last resort saying that it 
cannot- be had ; or instead of this she may make it weaker, or 
she may practically limit the amount of the infusion at each 
meal while not limiting the amount of hot water that passes 
through tlic pot, or she may look for a cheaper tea, or 
(korresco vf/er€ns) one that will not be bo popular in her 
household. She may or may not be subject to such more or 
less unsympathetic pressure from her family as is implied in 
some of the foregoing suppositions, but in any case she Is 
dealing witli cevtaio alternatives, and in considering them she 
is estimating and compariug volumes or areas of satisfaction, 
and it is a reference to these that underlies her estimates 
in money of the marginal value of an ounce of tea, and 
determines at what point of pleasure she will buy more or less 
of any given quality at any given price. 

It is there foie here that we must apply the principle of 
the magnitude that is estimated with greatest proportional 
accuracy ; for there may be some one or more of the satis- 
factions she habitually considers which, as magnitudes, aiv 
walised with especial distinctness and vividness, and to which 
others are consciously or unconsciously referred as to u kind 
of standard. Suppose, for example, there is one member of 
the liousehold whose wants, for any reason, gooil or hml, the 
housekeeper consider it specially important to satisfy, and 
whom she occ^isionally disappoints, as to quality or quantity, 
in the matter of tea. The eignificauce of this occasional 
contretemps may well constitute the actual unit of greatest 
proportional accuracy of estimate, and it may be by unconscious 
reference to it that tlie housewife can determine most accurately 
the relative values of all the alternative refusals, indulgences, 
evasions, devices, and i>ec uniary expenditures, with which she 
is concerned in the matter. Here, as in the case of the 
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caipenter, there may be other points impressed by other experi- 
ences that give an exceptional degree of firmness to estimates 
of cei'taiii other quantities; but, neglecting this consideration, 
we may follow np tlie special clue we have grasped. 

Note that onr housekee()€r will ]»robably never deliberately 
incur or inflict t ho specific privation we are considering, merely 
in Older to economiHC the tea needed to avert it. It will 
occur til rough some inadvertency or miscalculation, and it will 
be the delay, or trouble, or want of courtesy to a guest, or 
Incidental (as distinct from primary) waste, that would be 
involved in correcting the error that will determine her to 
nwept the result. But when the housekeeper is asked to 
make A number of liypothetical estimates as to what successive 
iiKTements of the supply would be worth to her, and comes 
i<> tliiiik of a contraction of supply great euouglx to make this 
Bpecitic privation normal and ^xernmnent instead of occasional 
uml accidental, she finds she has a very clear conception of 
tlmt pavticulnr “ lot ’* of satisfaction, that she has been accus- 
tomed to tninslati* it into a great variety of equivalents, and 
that she lias from time to time defined it pretty closely os 
worth just so much of certain other things, but not even a 
little more. She can now translate it, by u deliberate calcu* 
liitimi, into so mucli tea per montli, and can estimate it with 
some precision at iU money value. Tliis may form a kind of 
xlaudard unit of rcfeiviice, and may be the magnitude she is 
capable of estimating with the highest degw of proportional 
accuracy and pn>cision. The area time determined will be 
that of the elements out of wldch our curve can be constructed 
with gi*eatest accuracy. For in considering the value of other 
increments nearer to the margin or further from it, our house- 
wife (we are supposing) will find it easiest to make accurate 
estimates of are^ut of satisfaction of this particular magnitude ; 
and she will find, of course, that if ^he has to think of herself 
HS compelled by the further contractions of her supply to cut 
deeper back into the satisfactions of her household than she 
has ever actually done, she will realise that a smaller amount 
of tea, at the higher significance so reached, would yield the 
standard unit of satisfaction, and that in like manner at a 
more advanced point it would require a correspondingly larger 
amount to secure it. Geometrically the standard area will 
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dtaod ou a narrower basis as we approach the origin » and on 
a broader one as we recede from it 

Thus, subject to all the quaiiScations hinted at or de- 
veloped. we nay suppose that the ultimate elements out of 
which data for the curve would be obtained with 
the greatest proportional accuracy would consist tu^"^ 

in estimated satisfactions of a magnitude about 
equivalent to that of the satisfaction reHiiquished 
on the occasions of disappointment that have impressed them- 
selves roost vividly on the housewife’s mind. They would bo 
represented on our diagram (wlien reduced to tlie terms of a 
month’s supply, aud expressed in shilling and penny rates 
per pound) by a series of rectangles of uniform area standing 
on progressively larger boses as we recede fi-oin t)ie origin. 

Now seeing that every day the housekeeper deals with 
the whole supply for the day, and has the opportunit)* of 
experiencing or obeerving the actual service ren- 
dered by every increment from the initial to the 
nnal one, we suglit be tempted to think that she 
could base her whole conjectural construction of tlie curve 
from the origin to the margin upon direct experience. Kut 
this is not so. We have seen that recurrently satisfied wants 
never take us back to the real initial significance of the things 
that satisfy them.* If our supplies were very mucfi contracted 
(even apart from any reaction upon tin? organism that might 
ultimately take place)' we should gain exjierience of signili- 
cances that had evaded us before ; for the want which to-day’s 
first increment supplies is a different want according to the 
point up to which our want was satisfied • yesterday. And as 
soon us we begin to contract or increase our supply at all this 
process seta in, though its effect at first may be hardly i>cr- 
ceptible, and it may only become pronounced ^la we rccedi^ 
considerably from our present margin. Thus an additioual 
element of uncertainty enters into all estimates far behind or 
far in advance of the present margin, and our iileal equal arcjis 
will become correspondingly more speculative. This speculative 
element may reveal itself consciously in a refusal to make 
equally precise estimates, or unconsciously in an inability to 
make equally consistent ones, as we recede from tlie actual 

' Cr. pige 426. 
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nidrgiu. Viisi cx)>ericttce$. vividly remembered » may establish 
ut irregular iutervaU other bases of comparatively direct aud 
immediate estimates; or critical poiats may so appeal to the 
i magi nation as to give u firm but illusory pi'ecisiou to specu- 
lative estimates; or some cimiiged unit of maximum accuracy 
may assert itself in certain regions of the curve; and through- 
out we must iUstinguish between precision and consistency iii 
the sense explained above, and approximation to the estimates 
which would be formed under the pressure of immediate ex- 
pe vie nee should it ever be realised. 

When formed, onr curve, such as it is. will be an estimate, 
or a register, more or leas I'eliable, both of the total significance 
to be derived liom the consumption of any given quantity of 
the commodity, ami of its marginal significance at any point.' 

llefore leaving this branch of the subject we may note 
that if wc uskeil for estimates of the significance of a series of 
objectively equal increments of the commodity we should Imve 
a series of I'ectaugles, not of equal area but on equal bases, 
from which to construct our curve; and we may ask what 
conditions wot; Id influence the delicacy and accuracy of our 
estimates of the difference of area between them. Two con- 
si deratio us are releviint here. In the first place, the same 
muguitude is less easily perceivcnl and estimated os part of a 
larger than as pirt of a siimller whole. The difference of an 
inch is move conspicuous in the length of two men's noses 
than in their heights. Small differences will therefore be 
less delicately noted when the are: is are large than when they 
jire small, and therefore a given difference l)e tween two con- 
tiguous rectangles might escape detection near the origin but 
might be distinctly felt farther from it. But in the second 
place, our whole investigation has shewn us that the significance 
of successive increments of the commodity changes more 
rapidly iu some regions than in others. Between two suc- 
cessive rectangles on equal bases, therefore, we shall sometimes 
li>ive greater differeuces and sometimes have keener pow'ers of 
observation. The first condition is indicated by a rapidly 
falling curve, and the second by a higher positive altitude 
of tlie curve. In our example of the tea, and iu Fig. 14, a, 
these two conditious tend to counteract each other; for as the 

' But Mc below, jiAgcs 40 7 
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diffei'encfis themselves decrease, our power of perceiving theni 
increases. But iu Fig. 14, 6. they mnroice each other. As 
the differences themselves become greater our power of observ> 
ing them also becomes more acute. 

Enough has now been said to shew in the first place how 
extremely precarious any actual evaluation of a curve of total 
significance of any commodity must necesaarily be. but also, 
in the second place, that this value, which it is so difficult 
to estimate, is actually a definite and a highly significant 
quantity. 

The area bounded by the curve represents what the older 
economists called the “ value in use " of the commodity, that 



1^0. 14. 


is to say, the total satisfaction or advantage derived from its 
enjoyment ; and the height of the curve above any point on 
the abscissa represents its ma^inal significance, which in the 
case of exchangeable things. wiU always tend to be brouuht 
into coincidence with its " value in exchange," And note that 
If our expenditure is wise a decline in marginal eignifiemee 
due to an increased supply will always coincide with an in- 
cr^d volume of satisfaction. A reduction in the '■ exchange 
value of any commodity, taken in itself, should always result 
111 Its lucroosed value in use" to us.* 

We have now sufficiently examined the general lucauiug 
of a curve of total significance or satisfaction, and we have 
seen the very precarious nature of the date upon wliicl. 
any attempt actually to evaluate tlie total significance of a 

• Of. 46-47. 
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commodity must dvpeiid. But we liave still to take note 
of certain points, a neglect of wliich might lead to erroneous 
or inaccumte thought. 

It will be umlemtood that u curve proves nothing whaU 
ever us to t)\e facts from whicli w'e start. It is merely an 
idealised picture of fucU und their implications. It 
Form of the therefore enable «« to understand the full 
tru curve, incaniiig of any set of 3Upi)OSed lacts, but it cannot 
e.stablisli them. At most it can only shew us the 
relations In whicli certain (acts, if they exist, stand to each 
othei'. But by doing this it may bring out implications 
involved in our data that we had not fully realised, and this 
tirny throw back light on the validity of the data themselves. 
I'or instance, a glance at the ti*a curve at once suggests that it 
will not decline any further after the point to which we have 
curried it; and as there is no reason why the law of declining 
si guiticanee should l>ecoine invalid after seven pounds, we begin 


to suspect our data of being iu some way self-contradictory or 
impossible. And this is really the case. We supposed our 
original data as to the values of successive pounds of tea to 
couform to a perfectly rigid aiiU easily discernible algebraiail 
Inw. But this is strictly impossible. In the first place, it is 
impossible that the estimates should be niotheniuticully ot^curatc 
at all. That is to suy. It is impossible that an infinitcsitual 
chaugc in tlie quantity of the commodity could be actually 
and directly appreciated, and its signiHiuince registered in terms 
of money. But if we are dealing only with appro.ximatious 
it may possibly happen that the more or less loose estimates 
given may conform hx>sely to some simple algebraic formula. 
Since, however, an immense uumitcr of he teioge neons factors 


would enter into the conqiositiou of every i‘Cgion of tlie curve, 


some of them changing as it proceeds, we may be very suie 
that no simple algebraical formula w'ould be able to represent 


them all even approximately, though it might approximately 
ht a certiiu portion of the curve. So if we hud assumed this 


precise algebraical law us determining tlie whole curve, we 
should have assumed in the first place an impossible precision, 
ami iu the second place a highly impiobable (ami, as it turns 
out, impossible) simplicity and regularity. As a mattei' of 
fact it will bo found tliat our original liutu themselves assumed 
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that after the sixth pound the law of the curve would change ; 
for the eeriee 23 b.. ITb.. 129.. 8a, 5a, $8. would give as its 
next term 2a, and we have constructed the curve on this 
estimate. But this contradicts our original data, for we started 
with the supposition that at 2a a pound the purchaser would 
take 7 lb& ; and the figure makes it very clear that if the 
whole seventh pound is only worth 28., then the first half- 
pound is worth more thau a shilling, and the second half-pound 
worth lesa The second half-pound therefore would not, on 
this supposition, be bought at all. Our curve would give 
about 6*42 lbs. as the ideal point at which the purchase 
would stop. So if we are to suppose that 7 Iba would 
be bought at 2& we must suppoee the character of the curve 
to change after 6 lbs. It might take some such course as 
that indicated by the dotted line. 

In very many cases a curve that approximated to a 
similar formula during a part of its course might reasonably 
be expected to change its character as it approached the 
origin ; for we have seen that at first a commodity may have 
increasing significance, and may only enter upon the period of 
declining significance after a certain point.” ^ In the case 
of tea, however, theie is nothing palpably absurd in supposing 
our curve to foUow approximately the formula we have 
assumed, at any rate up to a very close proximity to the 
origin. It is easy to imagine that as tea (or coffee) became 
dearer and dearer a careful housekeeper, whose family still 
retained a taste that they were less and less able to indulge, 
might limit the purchases more and more till at last it was 
only on occasions of special festivity that the pi'ecious inftision 
was consumed. When the price of £1 : 6 : 4d. a pound was 
reached, a quarter of a pound, or two ounces, might be bought 
for Christmas Day, and none at ail at any other time. Tliis 
consumption (four or two ounces a year) would be at the rate 
of one-third or one-sixth of an ounce per month, and would 
be represented on our figure by a point only one-third or one- 
sixth of the side of a small square from the origin. And if 
we had lowered the whole curve by. aay, two of the large units 
on F BO that it intercepted the axis of .X at a little under 
6 Iba. 7 oz., the whole series of marginal values from the initial 

^ Cf. pa^ 436. 
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incremeDt to the one that completed the full eatiefactioD of 
the deeire mighty without palpable abeurditj, have been 
8 opposed to be represented b 7 this particular curve. As it is, 
it ie clear that our original data involve the supposition that 
the law indicated hj the successive steps in declining value 
from 1 lb. to 2 lbs., etc., up to 6 lbs., would not continue to hold 
for the decline from 6 Iba to 7 Iba. 

Even if we do not assume an algebraical formula for a 
curve, we can seldom use this diagrammatic method without 
expressing more and expressing it more precisely than we 
desire, and this constitutes a grave disadvantage in the use of 
curves for popular demons tntiona If, for example, we say 
that successive incremenU of a commodity will decline in 
significance after a certain point the statement remains 
general. But if we illustrate it by a curve, the point 
after which ” will be determined and the rate of decline at 
every point will be determined, and a general conception 
of the modes of variation will be suggested. And so the 
incautious student may be misled by the characteristics of 
the individual curve selected, and may fhil to distinguish 
between them and those characteristics really involv^ in 
the data. The utmost caution is needed to prevent a curve 
from surreptitiously insinuating into our minds suppositions 
which are not included or involved in our data, but 
which we nevertheless receive into our conclusions. Nor ie 
it beginners only that have fallen into this trap.^ But this 
by the way, 

We might now suppose that in such a diagram as Fig. Ifi, 
if properly constructed, we should have an ideal presentation 
of the amount of the commodity Ox that would be 
purchased by a certain individual at any given 
market price Oy ; of the total satisfaction Ov vx 
that Its consumption would afford; of the volume XofUbUity o(« 
of other satisfactions Op sacrificed in the total sum 
paid for It ; and of the surplus of satisfaction vaii of 
yyoP ’^hich is secured over and above what is 
8acri6ce<i If this were so, then this last-named ai^a would 
represent the advantage which the consumer derived from 
the existence of this particular market, and the volume of 

' cr, pBgM SS 2 4&d ses «n. 
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satisfaction of which he would be deprived if it closed or 
became inaccessible to him, all other things remaining equal. 

These concLusions, however, aie still subject to sundry 
mcdihcations and qualifications which we must now examine. 

In constructing our curve, we have used denominations of 
shillings and pence simply as measures of certain definite 
satisfactions, and we have tried to shew how, ideally, the 
area of total satisfaction corresponding to any given supply 
Ox of the commodity could be actually evaluated in these 
ileuominatiotts. But on closer inspection we become aware 
of a disturbing instability and ambiguity in our unit when 
regarded as a psychological magnitude. We have often noted 
that Is. has a different psychological significauce to two 



different men, and also to the same man if his income rises 
or falls. Theoretically, then, the marginal significance of a 
shilling will be affected by the sum the man has already paid 
to secure a certain satisfaction. We supposed, in our example 
of the tea. that the housekeeper gave us the outside value of 
the first pound of tea to her. and then supposing herself io 
hav^ paid that sum /or ii went on to give us the outside value 
of a second pound, and so forth. If our Pig. l o has been con- 
structed on this system, then will represent the maiginsl 
value of a commodity to a man, on the supposition that he 
has actually paid the money represented by the area 
for the quantity Ox^. But will Ox^ represent the amount be 
would actually buy if the market price were 0|y,t Not unless 
the sum of money represented by the whole area is so 

insignificant a part of the man’s total expenditure that it 
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inake .1 no perceptible difTvrence to the mm'giDal aignificance 
of a penny whether the area or only the area Op, has 

been spent upon tea. If this is not so, then the fact that he 
can actually get for the expenditure of Op^ will leave him 
better off tliuii on our first supposition by the area yjfjy ; 
and this being an appreciable sum it will enable him to get 
a little moi-e of ever}* thing or anything (including the com* 
modity under direct consideration) than he would have been 
able to do had he spent (as well as Op,) on the supply 
Oxy A little more than Oj*, may therefore be purchased. 
And again, since nil tlic man’s wants will be satiefied down 
to a lower point of uigency, the significance of what a penny 
will buy at this advanced margin is lowered. Thus the 
psychologicjil significance of our unit will be smaller if the 
wiiolft supply is pnitiliascHl at the bwer price than if the full 
«uin represented by the mixtilinear area had been given for it, 
A* we imagine Or to advance or recede, the changing values 
of tfie total or tlte rectongular areas will react upon the 
psychological significance of the unit, and the difference 
between tfiem will prevent the abscissa from acetu-ately 
representiog tlie amount that would be cousumed at tl^e 
price represented by the ordinate. 

This is not a mere fanciful si^eculation. If a caivful 
liouHckeeper were giving any sue?, estimates os we Imve 
supposed, when she came to think-of Ijerscif n* paying SOe. 
or 60s. n month for. tea instead of something like 14*, she 
TOiglit be perfectly conscioue of the constraint she would’ feel 
in all benches of her household expenditure, and might realise 
tliat she was estimating the incremento of tea in a unit of 
higher eigoificance than that hy which her actual expenditure 
is regulated. 

The curve as constiOKted, therefore, does not represent tlie 
relation of price to quantity purchased with any theoretical 
accuracy at all, and it represents the psychological Viilue of 
the satisfaction secured in a fluctuating unit 

We will begin with the latter difficulty. How can we 
maintain the stability of our psychological unit tliroughout u 
senes of estimates? What wc really want is to fix in our 
own minde or the mind of onr informant the actual psyclio- 
logical magnitude representeil by the objective unit ut tlic 
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margin of our current expenditure ; and then to estimate in 
that tinii the eiguidcance of small increments of the commodity 
at various margins. We should then have, for any given 
quantity consumed, what we set out to obtain, viz. an 
evaluation in a stable unit of the total estimated satisfaction 
enjoyed, as distinct from tbe sum paid. These estimates, 
however, are such as we could only imagine experts trained 
in a psychological laboratory attempting to make. The naive, 
however careful and acute, answers we could expect from 
practical administrators would never be based on so subtle a 
conception ns that of the psychological unit. We should have 
to assist OUT informant by putting our questions in sonie such 
form as this : "If when you had bought your tea for the month 
and foi* it at market prices, you lost half, three •quarters, 
uinc-tontUs, or all of your stock, what in each case would you 
pay for a tirst small increment, sooner than go without it?" 
The smallness of the increment estimated would reduce to a 
vanishing point the reaction of the sum to be paid upon the 
psychologic value Of the money unit, ^nd the fact that in every 
case the full amount that is actually paid for the commodity, 
and no moie, is already written off, would keep that psycho- 
logical value uniform. The ingenious reader may still think 
of disturbing influences, the shock of the loss, the changed 
signiflcance of other enjoyments caused by the reduction in 
the supply of tea aitd so forth ; and he may imagine any 
system of discounts that pleases him. It is clear that in any 
case absolute flxity of the psychological unit is only an ideal 
conception, and that actual estimates in money will never be 
more than approximately consistent in their psychological 
eigniflcance. The essential point is that the total psychic 
value of the satisfaction derived from the consumption of a 
given amount of a commodity is a finite quantity, capable of 
ideal evaluation in a fixed unit, and that over a vast field 
of our current expenditure it exceeds, in our own estimate, 
tlie value of the alternatives we relinquish for it.' This total 
uvea of 8atisfa<.*tion may, in theory, be lepresented accurately 
by a figure which sets forth the nmigiual significance of every 
successive increment of the commodity ; but if we have taken 
as our psychic unit the satisfuctiou which the money unit 

* But coiupsrB the rvUoriag c>i«pUr. 
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commands at the actoal margin of our eipandituie under 
existing conditions, then any hypothesis which sensibly 
changes those conditions (as by increasing or diminishing the 
amount actually spent on our commodity) will change the 
significance of the unit ; and therefore, if we measure penny 
or shilling rates on the axis of V. it follows that the same 
figure cannot represent, with theoretical accuracy, the meaning 
of a number of different hypotheses, regarded as co-existing. 
Given any price and the actual administration of resources 
that corresponds to it, we can ideally construct a curve of total 
satisfaction, the unit of which corresponds to the mai^nal 
satisfaction now secured by a penny or a shilling ; but if the 
price changes we cannot preserve the same figure and get an 
accurate result by simply cltanging the point on OJ' at which 
wc erect a perpendicular to cut the curve ; for under the 
changed conditions the satisfaction secured by a penny or a 
shilling will have changed. 

I have been careful to speak of the Figure as giving, ideally, 
a representation of the total satisfaction derived from the 
consumption of Ox. in the mixtilinear area above 
it. I have not said that the surplus of satisfaction 
over payment would be accurately rapresented by 
the area yy^p. For this sgain would only be 
an approximation. In evaluating the price actually paid at 
Op our Figure implies that if the market for the commodity 
in question were cloeed, or if the commodity ceased to exist, 
the purchaser, while losing the total area above Ox, would gain 
the released area of the rectangle Op. This means that the 
whole of the money now spent on this commodity could be 
expended on other commodities at a marginal significance 
represented by xp or Oy. But theoretically this is not true, 
for if the supplies of other commodities were increased, it 
would of course be at a declining significance, and consequently, 
when the whole sum Op had been distributed amongst them, 
their marginal values would have declined to some extent, 
however small, from the height xp. Some portion of them, 
therefore, would have less value than if their marginal signifi- 
cance had remained Hxp ; and in the sum they will not equal 
Op. And here again, as we recede from the actual point of 
departure towards the origin, there will be another source of 
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disturbauca iu the peychic significAnce of the money unit, 
independent of the advancing margin, vis. the change in the 
whole significance of remaining sources of eatisf^tion ae the 
one to which the Figure refers dries up. Here again, there* 
fore, uU attempts to guard against and discount sources of 
disturbance in the psychic value of our objective unit must 
be at once subtle und clumsy. The only ideal method is to 
conceive of a mind trained to hold a psychic magnitude firmly 
and apply it consistently as a unit. That magnitude would 
be the satisfaction represented by the money unit under 
existing conditions, but it would be applied to hypothetically 
changed conditions directly, and not through the convenient 
but treacherous intervention of a money unit which might 
be perpetually dm aging its significance. 

If we traced our original curve with a stable psychic unit, 
based on the satisfaction secui-ed by a penny or a shilling at 
present margins, and if we then allowed for the decreasing 
values of other commodities as the margins advanced, 
represented by u decline in the height of the ordinates as 
we pass from up to we should have a consistent repre* 
sentation of total satisfaction, and of surplus of satisfaction 
over the sacrifice represented by the price, corresponding to 
the actual state of things. It would shew how much satis- 
faction I get and how much 1 pay for it, measured in a stable 
unit. But it would not give us accurate information as to 
any other than the actual state of things. 

If, on the other hand, we were to ask. not bow much 
would you give for an ounce of tea under sucli and such 
CurvMof bow much tea would you 

phe«-And- buy if it were such and such a price ? " we should 
pu^wJ ^ curve with just the opposite characteristics. 

It would give xis information about a number of 
different hypothetical conditions, but its different parts would 
have no consistent significance. Thus, by asking how high 
would the price of tea have to rise before you would stop 
buying it altogether?" we might find a point on the axis of 
y, and then, by askiug how much would be bought at tbs 
several prices descending from that to zero, we might obtain 
points on a curve which would accurately represent the 
relation between price and quantity purchased for every 
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hypothesis at once. But on each hypotheais the psychological 
significaDce of the unit would be different, and os it would 
always make a (theoretical) difference whether the whole sum 
represented by the miztilinear area above any abscissa, or 
only that represented by the rectangle, were paid, the area 
would never represent accurately either the total sum that 
the consumer would pay for the amount Os. or its psychological 
evaluation in any fixed unit 

A curve, therefore, which professes to give, for every price, 
(1) the quantity that would be purchased at that price, (2) 
either the pecuniary or the psychic evaluation of 
the total satisfaction it would yield, can only be a 
coinpromiBe, for it endeavours to comply with two 
incompatible sets of conditions. Its coustruction would 
illustrate the principle of “ temperament '' by which a note 
on the piano which Is neither D sharp nor E fiat, but a 
compromise between them, is made to do duty for both alike. 
This is only possible if the interval between them is small. 
In our case the errors involved in confounding the two 
curves become negligible in proportion as the total ex. 
penditure on the commodity in question is a negligible 
part of the man’s whole income. 

The psychological curve always remains the ultimate and 
basal fact, and though we can never rely on its precise 
evaluations it is essential that we should form a precise 
conception of its nature and should realise that it has a 
definite value. The price^and-quuntity-puichaped curve is the 
most accessible and is the one with which we shull usually 
work; but unless the contrary is expressly stated we shall 
assume that our curves have a " tcmpi*rameut ” which allows 
us to read them either way.' 

^ Of. Aj>p«nSix to Ch4}»tti9n. oiiJ III, 4 SO >4 92. 



CHAPTER III 


ON THE NATURE OT CURVES 0? TOTAL SATISFACTION 

Summary . — Curves of toioX satisfticiion art purely abstract ; that 
it to tay, they represent the subjective value attached by a 
consuTTier to each increment of the commodilyf or the 
amount he %oould purekase at any given priu, apart from 
any consideration of the causes that might be supposed in 
actual experience to limit his supply or raise the price of 
the commodity, and apart from all r€actioT\s upon the 
price of other commodities. They are also isolated; that 
is to say, u>e cannot coweive of a system of suck curves 
being so cOTtstrucied as to be valid simultaneously. iVbr 
can we sum their areas, taJcen stucessively, without omitting 
soTne values and counting others snore than once. J^or can 
we read on them the effect of a rise or fall in the consumer's 
income. Nevertheless their general form has a high 
theoretical significance. Communal curves of price*and* 
quantity»saleable cannot be interpreted psychically, though 
they rest on a psychic basis. A systesn of such curves 
cannot possess simultaneous validity. 

The refinements dwelt upon in the preceding oh&pter are 
usuallj ignored. A curve of price-and^quantit^-that-would* 
Ideal end be-purchased is supposed to be constructed hy a 
eUmter of ptocess of estimates ; and its area is taken to 

penooei represent the total satisfaction accruing from the 
cwM. consumption of any given amount of the commodity, 
while the rectangle of price-multipUed-by- quantity ia taken 
to represent the value of the sacrificed alternatives, the surplus 
satisfaction being secured without corresponding sacrifice or 
payment. But, independently of the difficulties thus ignored, 
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the legitimacy of the whole conception has been seriously 
challenged. Probably this is due to the fact that a 
personal curve of total utility, though its formation is in 
itself entirely legitimate, is nevertheless of such an ideal and 
isolated character, that it cannot be regarded as co*existing 
with other curves of the like nature, for the same individual, 
npr can it, and its analogues for other individuals, be made, as 
they stand, the basis for the calculation, by summation, of a 
communal curve of the one commodity. And therefore when 
we try to bring a curve of this nature into relation with any 
practically lealisable hypothesis as to the conditions of markets, 
it assumes an elusory and evasive character which has tempted 
the bewildered and impatient student to fling it aside as a 
mere illusion. All this must now be explained. 

We shall best avoid the confusions in which the contro- 
versy has often been entangled, and shall at the same time 
best vindicate the fundamental value and aitmifl- . 

, ® MMomg of 

oance of the method itself, by exammiug more th»«on<iitioD 
closely the meaning of the condition that “ other 
things must remain unchanged " while we are wnt." Sui>. 
obtaining our successive data as to how much of 
the commodity the consumer would purchase at such and such 
prices. To begin with, amongst the other couditions that are 
to remain unchanged, we must include the power of purchasing 
eubstitutes at the prices now current For example, when ouv 
housekeeper is considering how much tea she would buy if it 
were 68. a pound, she will probably think of herself as increas- 
ing her purchases of coffee or cocoa as she contracts lier 
purchases of tea ; and she will suppose that slie will still ho 
able to buy coffee and cocoa at the present prices. Now this 
shews US at once the isolated nature of our hypotheticul te:i 
curve. For suppose we had constructed a coffee curve, ns well 
as a tea curve, on the same principles. Wc should then find 
that the conditions wo supposed to be stable when we were 
drawing up our tea curve included the possibility of getting 
more coffee at the present price ; and, in like manner, the 
conditions we supposed to be stable when we were drawing 
up our coffee curve will have included the j>os8ibility of 
buying tea, as required, at the present market price. Thus, 
as soon as we suppose the price of tea to rise, we are violating 
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oue of the conditions on which the validity of our coffee curve 
depends ; and, in like manner, if we supposed the price of 
coffee to change, we should thereby be violating one of the 
conditions on which the validity of our tea curve depends ; 
for it is sufficiently obvious that the amount of coffee which a 
lioiisckceper would buy at any given price might be affected 
by a ciiange in the price of tea ; and vice versa. It seems 
impossible, then, even ideally to 4lraw up a. system of curves 
wliicli shall be valid simultaneously ; for any curve purports 
to represent a number of simultaneous possibilities, indicating 
what quantities would be purthaa.*<l at any given price ; but a 
chungc in the price of any one of the commmlities will, or 
may, >iffect tlic quantity of other commodities that would be 
taken at any given price. That is to say, if we change ouv 
Hupiiositiou as to the price of any one commodity, that very 
suppositiou will change the form of the curves of other com' 
modi tics, throughout their course. This perhaps needs some 
fuvtlier elaboration and explanation. 

Lot us start on the assumption that the consumer's income 
is as H matter of fact distributeil in a certain way. He buys 
Kf.iuUon of Off of commodity A at the price act, Oh of com* 

At the price hff, Ot of commodity C at the 
coniii\(xiay price cy. etc. We construct the curves severally as 
oTthgVluvi* 10, on the principles alrejidy illustrated, in 

ffexhtr every case starting from the same initial ljyj>o thesis. 
goftihKhiititt*. commodity is measured on the axis of X in 
its own couventioual unit, but the unit on the axis of Y is 
tinifovm. We can now supjtose <»ny one of the curves (say the 
curve of Jl) to set forth (an a first approximation, subject to 
the secondary inuccurocit^ and inconsistencies dwelt on in the 
last cliuptev) the marginal significance of II at any point of 
supply, the quantity that would l>e purchased at any given 
price, and the siuplus of sjitisfaction over enjoyment attendant 
on tiie consumption of any quuTitity, piovided always that A, 
C, etc., can be obtained in any quantities desired at the prices 
aa, cy, etc. But the moment wc suppose the price of B to 
rise and the consumption to contract we may find the consumer 
Uking more of A or C as a substitute, and in that case Oa 
vroukl no longer represent the amount of A that would be 
consumed at tlio price of a a. Nor would the curve as it stands 
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(unless by Accident) repreeeot the relation between price and 
quantity at any other point either. The cuirea of A and C 
therefore may change their form for every value of hfi and are 
drawn up on the supposition that it is coostaot, wliereos the 
curve of B is drawn up expressly to illustrate the significance 



of changes in that value, regarded as causes or e fleets of a 
change iu the magnitude of Oh. 

In constructing the curve of B we must be supposed to 
register the value of hff for any value of Ob, or txc4 vtrta, as 
the resultants of all the complex readjustments of e.xpenditure 
ca^ by a change of supply, or a change of price, in B, the 
prices of A, C, etc., remaining constant. And if we start in 
every case from the actual prices oa, hff, cy, etc., we Jiiay thus 
trace the curves of A, B, C, etc., severally and iudependeiilly, 
and any one of them will then be valid as long as all the 
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others aje cancelled and the original data etc.) treated as 
constant ; but no two of them will represent a Bjstem of 
relations between cbanging quantities and marginal values 
which holds contemporaneously for both of them. 

We have now sufhciently developed the fact that we can 
only regard such a curve as we have been discussing as valid 
in isolation. But it will be instructive to consider a little 
further the nature of the reaction of a change in the price of 
one commodity upon the demand for another. A glance at 
any of the figures will shew that a rise in the price of a 
commodity (A), wliOe it will always cause a contraction of the 
quantity purchased, will sometimes increase and sometimes 
diminish the amount of money spent on it. And in either 
case it may cause an increased expenditure on the readiest sub- 
stitute (B). Thus a rise in the price of A, whether causing, 
an increased expenditure on A or not, may easily cause an 
increased expenditure on A and B between them. This may 
extend to other commodities also ; but since the man's total 
resources are not increased by the rise in the price of A 
economies must be effected somewhere. Thus a rise in the 


price of A may cause an increased consumption of B but a 
diminished consumption of C. 

In some cases this result might be the direct, not the 
indirect, effect of the rise in the price of A ; for there are 
Compit- commodities which are complementary to each other 
iD«aury as well as commodities which are substitutes. Thus 
cpmnoHiUfft. ^ have a taste for au lait but not for 

ca/^ nvir, so that if the price of coffee rose it might checlc his 
purchases of milk. If the total expenditure on the two com- 
modities were reduced, then some other expenditure would be 
increased. 


Thus every modification in the price of any one commodity 
reacts on the demand curves, or curves of total estimated value, 
of some other, ideally of all other, commodities, services, and 
opportunities. A system of such curves purporting to represent 
the whole range of any man's scale of preferences would be 
mutually destructive, for each one only represents the possi- 
bilities of a sliding scale pf purchases and prices on the 
supposition that there is no movement in any of the others. 
Any one curve represents a track, movement along which 
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iuoidentally modifies some one or more of the other tracke^end 
which is itself modified by a movement along any one of them. 
This is the meaning of the principle so constantly insisted on 
by Pareto, that the marginal significance of any commodity 
is a function not only of the quantity we possess of that 
particular commodity but also of the quantity we possess 
(including zero as a quantity) of other, ideally of all other, 
commodities. The quantities of all desired things, services, 
and opportunities which we command, and the marginai 
significances we attach to them, are therefore a system of 
magnitudes which mutually determine each other within the 
limits imposed by our total command of resources. 

Well, then, takiug these curves as iudicating, severally, 
the consumer's own estimate of the addition to his total 
satisfaction which the eiistence of each market coufers upon 
him, his resources and alternative opportunities being what 
they are, can we say that as the market in A does under 
existing ciicumstances yield the net additional satisfaction 


corresponding to the mixtilioear area shewn by the curve 
of A, and the market in B the corresponding atea shewn by 
the curve of B, the two areas added t<^ther will indicate the 
total additional satisfaction yielded by the two markets ? 

Manifestly not Let A and B be tea and coffee. Now 
there are (or may be) services that can be rendered eitl^er by 
tea or coffee indifferently. If the rise in the price 
of tea, while making* the consumer buy less tea, 
makes him buy more coffee, this ia manifestly the ^ 
case- The curve of A, therefore, ehews the value ’ 
not of the whole service which is actually rendered 
by the tea the man consumes, but that part of the services 
only which could not be rendered by coffee. And in like 
manner the curve of B represents that part of the services 
^der^ by coffee which could not be rendered by tea. 
Thus, if we fimt take the advantage we derive from the lea 
market on the supposition that the coffee market is open as 
an alternative, and then the advantage we derive the 
coffee market on the supposition that the tea market is open 
M an alternative, and then add the two together, we shall 
hAve arrived at something very different from the total ad- 
vanUge which the two markete together confer upon ue • for- 
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tnat range of wants which can be indifferently satisfied by tea 
or by coffee will have evaded our estimate altogether. When 
we estimate tea it escapes and is transferred to coffee, and 
when we estimate coffee it escapes and is transferred to tea. 

If we suppose the effect of the closing of the markets to 
be cumulative, then if we take tea first this common service 
will escape to coffee, changing the form of its curve and in* 
creasing the mixtilinear area for any given abscissa. If we 
then close the coffee market too, the value of the common 
service will be apprehended and registered under the head of 
coffee ; whereas if we had taken coffee first it would have been 
the tea curve tlmt would have been modified, and the common 
service would have been evaluated there ; but in neither case 
would the sum of the areas shown by the original curves, 
drawn out eeverally on the basis of existing alternatives, 
give U8 any evaluation of the service that can be lendered 
indifferently by either of the commodities. 

And again, the service which can be rendered by tea or 
coffee indifferently, but not by anything else, does not exhaust 
the whole service that they do now severally render. If when 
the tea and coffee markets are closed the cocoa market remains 
open, the alternatives still available may enable a considerable 
portion of the services now rendered by tea and coffee still to be 
performed. Perhaps, indeed, aa important part of the services 
which they render is discharged by the hot water and not by 
the infusions or solutions it con tai us. So that we shall not 
capture the whole of the aignificance of the service actually 
rendered by tea till we have cloeed all access to hot water — 
nor then either, for the most important of all its services 
could be rendered by cold water. 

Eut when commodities are complementary to each other, 
the several curves, instead of not counting certain values at 
all, will count them twice (or many times) over. To enjoy 
tea we require fuel and a kettle, and we value a teapot and 
cup, and the value we attach to tea depends upon our command 
of these tbinga Or there might be a man who found cream 
with his tea essential to high enjoyment. If such a man 
declared that he would go up to £l for two ounces of tea 
sooner than give up hie Christmas Day treat, the estimate 
might be made on the suppoeition that he could command an 
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adei^uate supply of cream for a few pence. If he were asked 
about cream he might say that he would give XI for a small 
jugful once a year sooner than give up his Christmas celebra- 
tion, but that would be on the supposition that t lie tea would 
cost him a few pence. If we added the two eati mates together 
we should have counted nearly all the enjoyment of tea-witb- 
cream twice. 

These sources of confusion have, os a matter of fuct, 
puzzled many a student of marginal and total significance, 
and obscured many an exposition of them. For example, 
we are told that a man gets a loaf of bread for a 
few peace, for which he would give his whole ..ifZou'.r 
fortune sooner than go without it. Nay. by a oi> 

still deeper confusion we are told that the value 
of an initial supply of bread is infinite.” And it has been 
su^ested that a wheat curve should stand at au infinite 
height at the origin— that is to say. should be what mothe- 
maticiens call asyraptotol to tbe axis of Y. This at once 
prompte the question, "How about water?” Sliould tlie 
curve of water be asymptotal to the axis of Y too ? If it were 
80, we should have an extreme case of repeated counting of 
the same value; for a man dying of thirst would certainly 
not attach an '‘infinite” value to a crumb of bn^ad. He 
would not give a drop of water for it. But of course the 
truth is that price cannot be “infiniU.” If a millionaire 
paid his whole fortune for the smallest crumb of bread be 
could see, the price would be high but not " iufinife.” More- 
ow, even if we substitute more accurate language for talk 
about " infinities,” and say that if a man had plenty of watei 
e would give all the rest of hie possessions for a certain 
8 upp y of bread, or if he had plenty of bread he woul<l give 
them all for a certain supply of water, it remains true that If 
e IS without either bread or water he can but offer all the 
or une be has for both, and we cannot take the two previous 
suppositions as applicable concurrently. 

Nor we raise tbe initial value of bread by creditiuu 
if k tsving us from all the agony we should eiiduu* 
LZl ^ credit water with 

hro ^ ^ should endure if we hud 

fead to eat hot nothing to drink, and then put down the 

2 I 
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sura to their joint credit ; for to be without both food Mid 
drink would uot involve suffering equal to this sum. 

The outcome of all this inquir}' is a more enlightened 
perception that the importance to us of increased supplies of 
any one commodity depends not only on the degree to which 
we are supplied with that commodity, but also on the degree 
to which we are supplied with all other alternative or com-' 
plementary commodities. And siuoe our general state of 
vitality and sensitiveness may be regarded as compleraentary 
to every desired experience, we may venture o» the generalisa* 
tion that theoretically the ma^inal signifieauce of any com* 
modity depends primarily on our supply of that commodity, 
secondarily on our supply of the most obvious substitutes and 
complements, and remotely on our supply of all things, whether 
in the circle of exchange or not, which in any way affect our 
vitality. 

Hitherto we have been trying to evaluate the loss of 
desired experiences which the closing of a market would 
involve to a given individual, on the supposition 
that he could still obtain the same total amounU 
•re cbeed of all Other commodities that he would be able 
or opened. ^ obtain, should he choose (from change of 

taste or convictions or for any other reason) entirely to 
give up purchasing the commodity in question. We muy 
express this by saying that his total resources or income are 
to remain the same, but that this particular market is to 
be closed to him. We are n^lecting the lowered marginal 
signidcance of other commodities which would follow his 
increased purchases.' Mow let us suppose the reverse case, 
that while his income remains the same some new possibility 
is opened to liim ; bicycles or motor-cars are invented, or new 
fruits are imported, or opportunities of study or of hearing 
good music or of travel are organised, and he finds tliat by 
coutractiug his expenditure on other articles to the total 
amount of Ox (Fig. 17), and expending the sum thus saved on 
the freshly opened alternative represented on the figure, by 
the sacrifice of an area equivalent to yx he will gain the 
total area contained between the axes, the line xp, and 
the curve. This newly opened opportunity then will present 

^ 8«e p4ge 477. 
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him with a total advantage of the mix tili near ari*a above t/p 
for the expenditure of the eame income. Whether this will 
be for his ultimate good or not is of course quite anotlicr 
question. We have seen ample reasons for declining to assume 
anything of the kind.^ But at any rate he has now got 
something for which he would have been willing to sacrifice 
the whole mixtilinear area, and has only surrendered the 
area yx for it Measured by his own immediate desires, then, 
there is the gain indicated. 

But now let us suppose that a man's income increases 



or diminishes. This will obviously affect the whole system 
of his scales of preference. Possibly “ pop and 
cockles" may completely fall out of his list of 
purchases, and "champagne and oysters" may 
appear ou- it ; but in an ordinary case (especially where the 
change is not so great as to declass the man), while some 
modes of expenditure will probably be dropped and some almost 
certainly introduced, a large number will be extended He 
will perhaps increase the scale of his hospitalities, will pay 
more for houseroom, and so forth. That is to say, on a great 
< Sm P4g«8 IS ajf. ftnd 423 J 97 . 
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number of iuUividual commodities the amount of his purchodes 
will increase, but he will pay for land, railway tickets, concerts, 
and provisions at the same rate as before, and, as before, will 
gratify his tastes to the point at whicl) the relative marginal 
significance of the things he buys is the same to him as it 
is to his competitors in the market. But the price of things, 
though the same, will not represent the same sacrifice, for he 
is better supplied with all the things in the circle of exchange 
that the price represents. But as for those things that do 
not enter into the circle of exchange — irksome effort, for 
example,, or the sacrifice of personal tastes or the thwarting 
of personal affection — he would not now incur the same 
sacrifice in these things to avoid a slight decrement or to 
secure a sliglit increment of any of the things in the circle 
of exchange that be would have done when his smaller income 
gave each of these latter a higher psychic significance to him 
at the margin. 

For instance, if one of hie children shews signs of ill* 
health, and by the expenditure of £100 a year he can place 
him under more favourable conditions, he may not hesitate 
to sacrifice the alternatives of things in the circle of exchange 
at the margins of his other expenditures which will be neces* 
sary ; whereas when his income was narrower he could not 
have faced the acuter hardships and sacrifices which would 
have been involved in drawing back these margins. Thus 
his marginal estimates of the eignifioance of things on which 
he still expends his money, relatively to other things in the 
circle of exchange, are the same as they were ; but relatively 
to things not in the circle of exchange they have taken a 
lower place. Whatever his income he will always bring his 
expenditure into equilibrium with the market prices ; that is to 
say, the marginal unite of the things he buys will always 
occupy at the margin the same fixed place on the objective 
scale of things in the circle of exchange, but on the subjective 
scale they have advanced to a point of lower significance. 

It would be useless to attempt to indicate this change 
diagrammatically, for, as we have seen, every curve is change<l 
by a change in the supplies of other commodities as well 
as that to which it specially refers. If we were, therefore, 
to draw up a man’s curve of a certain commodity on the 
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sapposition that he was poor, and then again oo the auppo&itiou 
that he was rich, the only fixed point on whicli we could 
rely would be that if he continued to consume the commodity 
at all, he would consume it down to the ssime point oC 
objective value as before, but that the objective unit would 
have a lower psychic signilicance Whether he would con- 
sume more or less of the commodity, whether Ids surplus 
satisfaction would, measured In coin, be greater or smaller, 
and if greater in coin whether it would be greater psychologi- 
cally or not, and what its proportional significance to his 
whole satisfaction would be, we should have no means of 
determining, The two curves, therefore, would have no 
siguihcaat relation to each other. All we can say is that 
if the man's expenditure is wise, he enjoys a larger total area 
of satisfaction as the nuirginal satisfaction which a shilling 
will command diminishes ; but that it really is so would be 
a rash assumption. 

There is still another source of confusion. We have been 
attempt! Dg to evaluate the surplus satisfactioo, over and above 
the sacrifics involved in the payment, which a 
consumer actually derives, under existing circum- 
stances, from his normal consumption of a given incondAtmt 
commodity, and to evaluate it in terms of the actual 
significance of pounds, shillings, and pence under 
the actual conditions of his reeoui’ces and expendi- 
ture. Our questions as to what he would give for such and 
such an increment at such and such a margin, or how much he 
would buy altogether it such and such a price, have merely 
been a device for discovering the actual value in use that things 
have for him ; and he will not give us the answers we require 
unless he treats the hypothesis of an increased price as purely 
ideal and applying to himself alone. For as soon as he begins 
to think of any actual circumstances under which the price 
would rise, it will involve the supposition that causes are at 
work which affect not only him, but others also. And if he 
imagines that the supply of tea, for instance, is contracted, 
and that is why he has to pay a higher price for it, he tnay 
assume that other people are in the same position as himself; 
and if that is so, then obviously the general demand for 
substitules such as coffee and cocoa will rise, and the prices 
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will rise correspoiidingly. and tlie condition other things 
remaining the same " will be violated, for he will not be able to 
purchase the substitutea at the prices for which he can now 
obtain them. If he is a commercial man he may instinctively 
take this into account, and give ue estimates of what he would 
do under given conditions, modified by an inatinctive sense of 
what others would be doing under pressure of the causes which 
had brought these drcumatanoea about. And even the non- 
commercial student, as he imagines himself retreating towards 
the origin in his consumption of some particular commodity, 
often frames half unconsciously some hypothesis to account 
for the fact, which reacts upon his suppositions as to the 
supply of other coinmoditiea 

Thus when we imagine a curve that rises rapidly as we 
recede from the actual rate of supply towards the origin 
we may very generally detect ourselves arbitrarily and 
tacitly assuming both a gradual (or sudden) exclxiaion of all 
natural substitutes and a continued command not only of the 
Ktrictly complexnentiLry commodities but of all the other tilings 
necessary to continued life aud sensitiveness. That is to say, 
we begin by considering how much we give for a loaf of bread, 
all our other suppHea and open alternatives being what they 
are, and consider what inconvenience we should actually suffer 
if we happened to be ^ short of bread” one day; but when 
our imagination travels back towards the origin we not only 
cut down our supply of bread, but silently cut ourselves off 
from increased supplies of potatoes, etc., until at last we find 
ourselves in a besieged city — but always with a good supply 
of water. And during this process the significance of 
money haa iteelf indefinitely chauged. Money, as we have 
seen, represents o^^en alternatives. And in a besieged city 
a shilling repreaeuts less and less of the common objects 
of desire. Many things it cannot get at all. Of many other 
things it can get very little. The only things of which it 
may possibly be able to get more thau before are suob as 
liave little relevancy to our distressed condition and uarrowed 
opportunities — jewels and works of art, for instance. So the 
value of the unit in which we estimate our rising want as we 
approach the origin is itself declining, owing to the changed 
conditions that affect the whole society in which we live. 
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Thus an attempt to trace ao io dividual curve b;ick 
towards the origin is legitimate, and its results are interesting, 
suggestive, and enlightening, in proportion as the condition 
other things remaining the same is observed. But as in the 
case of any great and essential article or group of articles of coii- 
sumption we can scarcely imagine the origin to be approaclied 
owing to an actual rise in the price while other things remain 
egual, such curves must depend for their construction on 
imaginative estimates of the value wc ourselves should under 
present conditions attach to small increments of the commodity 
at given ma^ns ; not on attempts to reconstruct condition:: 
that might really raise the market price to a high figure. 

It may well be asked whether a method that needs 
much guarding und explaining is worth adopting at ull. Tlic 
answer is that the principle of declining marginal 
significances is absolutely fundamental. The HKmhc»iK«* 
doctrine of surplus value in the thing bought over cuimniioiai 
and above the value of the price paid, is an inevi- 
table deduction from it The awakened mind must, and as 
a matter of fact does, speculate upon it It underlay tin: 
old distinction between value io use and value in excliunge. 
It underlies modern discussions of the significance of a mor<* 
even distribution of wealth. It is intimately connected with 
the relation of Economics to life. A want of a clear under- 
standing of it brings perpetual confusion into our speculations 
and entangles the student in perplexities and contradictions. 
And it is therefore of the very first imporunce that we should 
try to find out exactly what it is and how far it takes us. 

Moreover, though we cannot assume a system of curves of 
total significance to co-exist and to retain its general validity 
while modifications take place in one or more of the supplier, 
yet we may assume that, in spite of all the modifications which 
are perpetually taking place, all the curves of commodities, 
some supply of which is still enjoyed, continue to be sucii that 
in the neighbourhood of the actual supply an advance would 
mean an increased, and a retreat a diminished, marginal signi- 
ficance, That is to say, at and about the point of the actual 
supply, the curve, however fluid we may consider its form, will 
always preserve the property of declining as wc recede from 
the origin. 
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cnrv«K of 
priceaiMl* 
quai>tity* 
purchaa««l. 


W)iat we have regarded ae a source of disturbance and 
confusion in our attempts to construct individual psychic 
Communal oufves would become an essential clement for con- 
sideration in the construction of a curve representing 
the collectix'e or communal scale spoken of in Book I. 
(pages 142 That scale, as we saw, is purely 

objective, and is not susceptible of auy consistent psychic inter- 
pretation, though it ultimately rests on psychic phenomena. 
If we take any given commodity, and ask not how much any 
individual would take of it at a given price, other things being 
equal, but how much the community would take, other things 
being equal, the term other things being equal " has essen- 
tially changed its signifiuince. When dealing with the indi- 
vidual, other things being equal" would mean that all the 
substitutes were to be had at their present prices. When we 
are dealing with the community we cannot mean any such 
tiling. For obviously if the price of any one commodity were 
MCiiously changed, the consumption of substitutes or comple- 
mentary commodities would also be changed, and if this were 
done on the large scale it must alter their prices also. By 
" other things remaining equal " then, we must now mean no 
changes taking place in the conditions on which other com- 
modities may be obtained, except such as are directly involved 
in the reactions of the supposed change of price in the com- 
modity under direct consideration." Those changes themselves 
must necessarily be considered, and the estimates as to how 
much the public will take of any given commodity at such 


and such prices must be baaed on the consideration of 
the actual effect which the price would have on the general 
expenditure of the public, at the prices which that general 
expenditure would determine, if no independent causes changed 
the supply of other commodities. Dealers might be able to 
form a fairly accurate estimate of the course the curve would 
take in the near neighbourhood of actual experience, but 
might have no means of forming a close estimate at points 
near the origin, for example, or near the point of intersection 
with the abscissa.^ 

In such a communal curve of a single commodity, the 
mixtilinear area above the rectangle of price paid would have 
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no consistent psychic significADce. It would be made up of 
satiefactioDS corresponding alike to the halfpence of Cobbett 
and those of the millionaire. The figure would 
merely represent the objective fact that persons 6UM«ptibie 
could be found who, under existing circumstances, tnirprlu- 
would pay for so much of the commodity at the 
rates represented by the successive ordiuates ; and, therefore, 
the area in question would represent satisfactions for each of 
which some one would pay the money unit sooner than go 
without it, but they would have no psychic parity or equality 
at all. 

If we compare a communal curve with an individual one, 
the former certainly appears to have a firmer and more defined 
significance, for it represents the tangible fact that ^ 

BO much of the commodity would be bought at such 
a price, But it wiU be noted that this objective 
fact is merely the resultant of the play of innumerable psychic 
forces which Uke causal precedence of it. It is a perfect 
illustration of the Aristotelian distinction between that which 
18 first relatively to the observer, and that which is first in 
the order of nature. The observer of the market who has 
little concern with psychology finds the phenomena of the 
market directly accessible, and, if he works back towards the 
psychic phenomena at ell, he does so from the basis of the 
objective facts. But the apparent firmness of these objective 
facts r«lly rests on what has perhaps appeared to us the 
quagmire of the psychic data which are first in the causal 
order of nature. 

Finally, we have to note that with the collective, as with 
the individual curves, it is impossible to construct a system 
the members of which shall be simultaneously valid ; 
for any change in the selection between the alterna- diildoii 
tive points presented by the form of any one curve 
reacts upon the forms of all the others. If we 
start with the exuting sUte of things, we might 
trace a curve for any one commodity, shewing the prices which 
would result from a reduction of the supply by one-tenth, 
two-tenths, etc., on the supposition that the supply of all 
other commodities remained what it U; and then, returning to 
the supposition of a normal supply of the first commodity we 
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might trace a curve with ree(>ect to a second, and so forth. 
But the members of the system thus cieated would each start 
from the basis of the present state of things and oo the 
supposition that no change took place in the supply of 
any commodity but the cue under direct treatment. The 
conditions, therefore, on which they are constructed would 
mutually cancel each other, and only one could be I'egarded 
aa valid at a time. 


APPENDIX TO CHAWERS II. AND III. 

We have generally assumed that the same curve may 
represent, with a sufficient approximation to accuracy, both the 
total excess of satisfaction over payment for a given amount 
purchased, and also the system of relations l>etweeD prices and 
the quantities that would be purchased. But this assumption 
will not always be justified. 

If a man's income rises or falls, he does not increase or 
diminish his expenditure upon every article of consumption.' 
The consumption of bread ptr cayita is likely to be larger, 
not only relatively but absolutely, in a poor man’s household 
than in a rich one’a Thus a marked diminution in a man's 
effective income may actually increase his purchases of bread. 
Now if such a practical diminution is caused by a rise in 
the prices of articles other than bread, there is nothing 
surprising in an increased consumption of bread resulting 
from it. But it may be that it is a rise in the price of bread 
itself which contracts the man's general resources, and we 
may then have an apparently anomalous result, for in that 
case u rise in the price of bread ntay make him buy more of 
it and within certain limits he may therefore take more 
bread when the price is higher than when it is lower. 

This, however, does not affect the principle of declining 
marginal significancs. It still remains true that if the man 
were deprived of half his stock of bread he would suffer more 
than twice as much as if he only forfeited a quarter of it. 

1 Cf. I S3. 
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On the principles finally formulated on pa^e 451, we may 
construct the curve of marginal significances, shewing tfic 
surplus of satisfaction over payment, for any given quantity 
purchased at a given price. But this curve, so far from repre- 
senting with approximate accuracy the curve of price-and- 
quantity- purchased, will be of a wholly different character 
from it The latter curve will, at this point, be sloping 
upwards as we recede from the origin. Within certain limits 
the higher the price the more the quantity purchased ; but 
this will not be because the price is higher, but because the 
man is poorer. This example is an emphatic warning that 
no curves which depend for their validity u|)on the condition 
“ other things remaining equal ” can be fruitfully applied to 
any hypothesis that covers more thun a small f ruction of the 
whole area of a man's vital experiences. 

Before leaving this illustration we may note that if the rise, 
in the price of bread is caused by a defective harvest, then, 
the total amount of wheat being reiluced,und the consumption 
of a certain class of the community being increased, it is 
obvious that there must be a diminution of consumption in 
other classes of the community sufficient to cover both llie 
deficiency in the crop and the extra consumption ; and tluit 
means that the poor would outbid the rich for bjeail to a 
certain point, as they already completely outbid them for 
trips. 

If it is true that for a large proportion of the cumui unity 
the curve of price-and-quantity -consumed really has tliis 
rising slope in the neigh bourhocai of tlie ucttial supply, it 
seems possible that the poor may be foiced deeper into tins 
disastrous neceseity of outbidding the rich as an iucidenlal 
consequence of " corners " in the wheat- market mananivml 
for financial purposes. 

There is another case in which portions of a curve of 
marginal significance will entirely fail to coincide w'ith the 
curve of price-and-quantity-purchased. We have seen tlmt 
some curves of marginal significance rise in the regioti near 
the origin. Fig. 18 represents such a case. Foi* any price. 
Oy. the figure suggests that there an- two i.ossibilities ot 
purchase, Ox^ and Ox^ But a niomenfs reflection will shew 
that the earlier portion of the curve cannot be iiitci pretea in 
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this way. To buy Oz^ would be to sacrifice yz^ and only to 
gain Ozp^z^. The curve, therefore, only begins to be a curve 



of price-and>qu entity- purchased after the point k» at which 
the total area of the price would equal the total siguificance 
of the commodity. 


CHAPTER IV 


BUYBK AND SELLER. DEMAND AND SUPPLY 

Summary . — This chapter <U<tls with (he application 0/ the 
diagrammatic method of curoti to (he phenomena 0/ the 
market. Individual curvet of prict^and’quanixitj- taken, 
if pTOptrly conttructed for the purpou, ean be added into 
a communal curve, on which the jfrice corretpoTtding (0 
any given supply can be read. A dieguieet/ method of 
reaching the tame reeult by means of interseeting curves 
it frequently employed, but though legitimate in itself it 
is misleading when used, as it generally is. in vonjunction 
with a disliTiction between buyers and selUrs, which is 
irrelevant to the issue. The same principle that deter- 
mines the flow of any given commodity to the various 
consumers also determines the flow qf the factors of pro- 
duction to the different industries. Capacity for productive 
effort distributed economic and non- economic 

employments, or is reserved and not put forth at all. on the 
general principles of the of resources or choice 

between alternatives. 

We have eeen that the curves of the totol significance of 
differeot commodities to the seme individual cannot be added 
together, though a joint curve of two or more commodities 
can be constructed independently. When we pass to the con- 
sideration of the summation of curves of different individuals 
referring to the same commodity, wo see at once that so fur 
as we interpret them peychologically there can be no sense in 
spiking of addition at aU, for there is no common psychological 
unit. But BO far as we interpret them as curves o? quantity- 

4SS 
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taken -at -the -price, there seems uo reason why they should not 
be added. If we know the quantity that each individual 
would take at a i^iven price, we know the quantity that they 
would take amongst them, and if we know the total supply 
of the article, we can hnd the price by determining to what 
point of relative marginal significance that supply will satisfy 
all the individuals concurrently. 

But here a difficulty presents itself. If the price rises 
because the supply is reduced, the amount that A will take 
at this higher price is affected by the terms on 
which he can get all the available substitutes ; but 
curve* of if B is having his stock reduced at the same time 
as A he will probably run to the same substitutes, 
and since this will raise their market value 
A will find that the conditions under which he made his 
estimates have been violated. We asked him how much be 
would take at such a price, “ all other things remaining equal/' 
and we constructed his curve from his replies ; but now we 
find that (in the normal case) as the price rises all other things 
do not remain equal, for the price of substitutes rises also ; 
and the modifications which this will introduce into A's 
estimate of the relative significauce (expressed in the objective 
unit) of the commodity at any given margin cannot be 
determined simply by analysing bis present sense of values, 
for the terms on which the alternatives will be offered to him 
will be changed to an extent which he cannot determine and 
which does not depend on his own estimates of diflerent 
sAtisfactiona 

It is the dealer's business to forecast the effect which a 
change in the supply will produce upon the price of the 
commodity when alt these reactions have had their full effect, 
but he will not individualise the different demands. He will 
estimate the nature of the sum of all the individual curves, 
but he will think of it (or at any rate estimate it) as a single 
thing, not as arrived at by the addition of a number of in- 
dividual demands. Thus, neither the mind of the dealer nor 
the minds of the individual consumers contain material out 
of which we could construct a number of personal curves of 
price-and-quantity-consumed. which could be added together 
into a total curve. The dealer’s mind contains the material 
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for the (spccuUtive) construction of such a total curve, but out 
for the construction of the elements out of >vhicb it is com- 
posed ; and the minds of tlie individual consumers contain the 
material out of which the hrst approximation to the indiviilual 
curves might be made, but not the material for estimating 
the modifications which will be produced in those individual 
curves by the reaction of the changing prices of substitutes, 
which the dealer estimates in the nmsa.^ 

Nevertheless, it remains true that these effects, which 
are only estimated by the dealer in the mass, are actually 
composed of the sum of the effects on individual demands, 
and we may therefore conceive ideally of a series of individual 
curves of price -and -quantity -demanded, in which these re- 
actions have been discount^, and which can tlicrefoie be 
added together. 

They will represent for each individual the prices which 
he would give for each successive increment sooner tliaa go 
without it, under the modified poesibilities os to substitutes 
which would accompany the controcted supply which caused 
the rise in price, and the sum of them will constitute a 
collective scale shewing at what price any given quantity 
of the commodity could be sold, or what <iuantity could be 
sold at any given price, all other supplies remaining constant, 
though the demand upon those other supplies varies. 

In Fig. 19 let (a), (6), (c), etc., represent the curves of one 
commodity for the individuals A. B. 0, etc. On the axis of 
X the commodity itself is measured In its projKr conventional 
unit, and on the axis of Y the corresponding price or margiiiul 
significance is marked, Now take (rf) eqmd to the sum of 
(®). (ft), and (c) read laterally. That is to say, for any ordinate 
of determined length Oy the abscissa on (d) is to eiiuul the 
sum of the abscissas on (a). (5), and (e). 

Supposing A. B. and C to represent all the potential 
consumers of the commodity, this would mean that (d) re- 
presents its collective or communal scale of significance. If 
we have the three curves and know the total amount of the 
wmmodity at command, we can construct the collective curve 
(d), measure off the total supply on its abscissa, as Ox, and 
find the conesponding ordinate Oy- This will be tlie point 
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of relative eignificance dowu to which all the claimants will 
be satiehed ; and we can meaeure oif the several absoiaaia on 
(a), (^), and (c) that it will determine. They will shew tin* 
amounts of the commodity that A, B» and C will respectively 
take out of the market. The communal cuive will be re- 
presented by (rf), ou which equal areas, though they represent 
satisfactions that correspond to the mme objective unit, have 
not the same psychological dignificance. 

This addition of curves ia given primarily as a graphic 
device for tiudiug that point on the ordinates of the curves 
whicli will make the corresponding abscissas amount, in their 
emu, to the total supply. This distribution ie actually 
determined by the play of the demande represented by the 
several curvea If the supply were distributed in any other 
way, there would be no equilibrium, and the conditions of further 
exchatjge would exist- but we have seen that the collective 
curve directly represents the facU of the market in the form 
in which the sellers actually endeavour to estimate them. 
They liave moie knowledge by experience of the collective 
scale tlian they have of the Individual scales, and each 
purchaser may find a price ruling in the market which hss 
been arrived at by a direct attempt on the part of the sellers 
to construct a portion of this collective scale, without reference 
to the elements out of which it is compoeed ; and the pur- 
ch^r will then regulate his purchases in accordance with 
this price. Thus the graphic process of determining the price 
by finding the ordinate on the collective scale that corresponds 
to the total supply, and then determining the share that falls 
^ e«h individual by ascertaining the abeciasas that correspond 
w the ordinates on the individual curves, closely corresponds 
to the facts of the market-' 

We may now, therefore, pursue our investigations into the 
constitution of the market by aid of this system of diagrams, 
^ur figures, so far. have given no indication of the aroounls 
of the commodity (if any) which the individuals con- 
cern^ possessed before the market opened. And we sball 
nnd that no euppoeitions we can make as to this wUI aflect 
t&e result so bng as the curves and the total quantity of 
the supply are supposed to remain the same. If neither A. 

• Cf. 218 

2 K 
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B, Dor C possesses any of the commodity when he comes into 
the market, and the whole of the supply Ox {d) is brought in 
by sellers who have no reserve price, A will be the purchaser 
of Oa, B of Oh^ etc. If each of the individuals A, B, etc., 
already possessed the exact amount that we have arrived at as 
his ultimate portion, no business would be done at all, and the 
' price would be virtual, not actuaL But now let us suppose 
A, B, etc.j to possess respectively the amounts Oa, 00, Oy, 
(Oa, a0, 0y, on (d)). And let us further suppose that an 
amount 7 ^, bringing the total to Od (which we will call Ox), 
is thrown upon the market without resei've. The total Ox 
remaining unchanged, and the curves remaining the same, 
the hnal distribution will also be the same, but A will have 
>io\d aa, B will have bought 0h, C will have bought 7 c, and 
the sellers who are not potential buyers on any terms will 
liave sold yd. 

Thus the initial distribution of the stock atfecta the 
amount of business done and the movements that bring 
about equilibrium ; but it does not affect the price or the 
ultimate distribution, which depend eolely on the total 
amount of stock and the curves of the individuals. If we 
know whut the stock is we know where the ideal equilibrium 
will be, and if we also kuow how the stock is distributed we 
know the extent of the disturbance of equilibrium from which 
we start ; but this latter piece of information does not affect 
the point of equilibrixim itself. 

The facts of the market, however, are very generally 
presented in a disgxiised form, determined by considerations 
iui«rHMUoi> irrelevant to the result, and fostering what I take 
of curv«» n to be a mistaken conception of the whole matter. 

If we had a number of curves to deal with, wc 
ftddition. might suppose them to be divided (on any or no 
principle) into two groups, and then reduced by addition to 
two collective curves. We should then be able to escape the 
cumbrous process of addition as far as these two curves were 
concerned, and arrive at the resultant price by the graphically 
simpler method of intersection. In this case too, of course, 
it would be necessary to know the total amount of the com* 
niodlty in the market, and unneceasary to know its initial 
distribution. Thus in Fig. 20 let us odd together in (d) all 
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the coustituent curves except (c)» end io stead of adding (c) as 
before, let us measure Ox (the total amount of the stock) 
along the axis of X, and taking the point z as the origin of 
the curve («) let us reverse that curve. The point of iuter- 
eection will have the same ordinate which we obtained by 
addition in Fig. 19. Thia is easily seen from a study of 
the dotted line, which is constructed, as before, by adding 
all the curves together. Thu.*; every mn will equal the cor re- 
nponiling pq. In the figure, and coincide. Therefoie 
(Ox l>eing the whole amount of the commodity, and the 
dotted line being the collective curve) xn^ is the price that 
was determined by our former method (Fig. 19). And it 
cnincides with the height of the point of intersection of the 
sum of (a) H- (b) with tl»e reversed (c). Every point on every 
curve has been taken into equal account in obtaining thi^ 
result ; and it does not matter which curve or curves have 
been reversed. It is the height of each poiot that affects 
the result, not the question whether it has been registered 
and combined with the others in a curve rising towaids the 
left or one rising towards the right. 

What we have now got is an ordinate such that the 
portions of all the curves which are above it have ubsciesos 
that collectively make up the length Oit, representing the total 
amount of the commodity. 

But this method of iutereection can only be applied once. 
It cannot be applied cumulatively, for it confuses the record 
while registering the result. Thus if we add (a) and (5), and 
suppose the stock still to be the same, we arrive at xp as the 
price which would rule between A and B if C were not in 
the market ; ami having C's curve we can then aiTive at the 
ijiodificatiou in the price effected by C's entrauce into tike 
market eitlier by the method of addition or that of intersection. 
But suppose we had originally treated (a) and (5) by the 
method of intersection. We should have arrived at the same 
result as far as they are concerned (Fig. 21), but we should 
not now be able to combine it with the data of (6). Thus it 
will be seen that the method of addition is the only funda- 
mental one. Intersection is a disguised form of addition, and 
this very disguise obliterates the record. We shall see the 
importance of this more clearly as we proceed.* 
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The methods of addition aud iiitereectioii may both be 
applied iu cases where o\ir dat<t are less complete than we 
have hitherto supposed ; for the process of addition 
may be regarded as beginning at any point of the 
collective curve which we like to select. Thiis, if uncomputwi 
we knew, for instance, not liuw much of the 
comnKxUty A, B, C, etc., possess collectively, but how inucli 
more (or less) than would satisfy them down to the urgency 
represented, say, by 20, and if we knew the course of t)>e 
curves in the neighbourhood of the 20 point in each case, we 


Y 



should luive all the material necessary for determijiing the 
equilibrating price that would satisfy nil the consumers and 
the ultimate distribution of the aforesiid excess amongst them ; 
but we should not know how distant that point might be 

from the origin either of tl»e collective or of the individual 
curves. 

We shall enter upon the deUilcd examination of a case of 
this kmd presently, and it will U seen that it is a perfectly 
natural one. Our present business is to illustrate it diagram- 
inatically. We are not supiiosed to have complete knowledge 
of the curves. We do not know where they aUrt or how 
they arrive (Fig. 22) at the points in («), (h\ and (c), whicli 
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bring A, B, and C respectively to the nmi^ins nt which the 
coinmoility has a value of 20 for them ; nor do we know the 
total amount of the commodity ; but we kuow how much of it 
(s left wlion the 20 points in (a), (5), (r) have been reached, and 
we know the course of the curves for some space about these 
jx^ints. Assuming <latn consistent with those of Figs. 19, 
etc., let us say tlmt the supply is 14 in excess of that 
required to bring all the mai^os to 20. We simply have to 
add the curves as l>efore, beginning at this point, and we shall 



rto. 


obtain a portion of the identical curve (d) which we Imd in 
Figs. 10 and 20, only we shall not know how far off the 
origin is. We measure off the length 14 from this point, 
aud obtain, as before, 15 as the price. If we preferred the 
motliod of iiiteiaectioD we could Brat add (a) and (h), and 
tlien reverse (c), making the space between the highest point 
of (a) + (6) and the highest point of (c) equal to 14 ; so that 
wlierever the curves intersect we shall have the collective 
abscissas of all the curves taken together, above tbe height of 
the point of intersection, subtending abscissas to the amount 
of the stock (Fig. 23) 
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It would be a great mistake to suppose that in aucli a 
case the portipoe of the curve and the stock about which wc 
have no infonnation are without influence upon the result. 
It is because the total amount of stock is what it is and 
because the curves are what they are that the whole amount 
of the stock, minus fourteen, is capable of satisfying all the 
demands down to the ordinate 20. There might, of course, 
be other combinations of data which would yield tlio snine 
result, but that would be a coincidence. At any rate the 
result from which we start is determined by detinitu data, 
and our final result is os much determined by those data, 
of which we only possess the registered results, as by those 
which are represented by the fragments of the curves and tlie 
surplus of the supply which are given us in detail, Wlmt 


14 
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ultimately determines the price, tlien. is tlie whole amount of 
the commodity and the character of the individual curves. 

We may suppose our information to be given in yet 
another form. Suppose a whole l>ody of curves (no longer 
the same body we ha^e represented in Figs. 19, etc.) has 
been reduced to two (Fig. 24), and we have one of these 
collective curves given us from the origin onwards (o). 
Concerning the other we are told that the total amount of 
stock (unspecified), if distributed exclusively amongst the 
consumers represented by this secotid curve, would satisfy 
them to the point with the oixiinate 4. The course, of this 
curve upward from the point in question towards the origin 
is given us for a certein diaUnce (5), but we do not know 
how far off the origin is. We measui'e 4 on the ordinate 
of (a) at the origin, and then reverse (5). The point of 
intersection wUl give us the price 17. But this again is only 
a disguised addition of the partial characUr that we have just 
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examined. We do not know what the quantity of the 
commodity ie, but we know how much it is iu excess of any 
ordiuate on curve (5) which we choose to select, within the 
limits of our iu formation. Thus we know that it is 63 in 
excess of the amount required to bring the oidinate of (b) to 
40, 39 in excess of that required to bring it to 20, and so 
forth. The revemd curve (b). therefore, will secure that 
every point is at such a distance from the origin, or highest 
point of curve (a), as to comply with the conditions specified 
in connection with Fig. 23 ; and the data of the latter figure 
can be reduced to the form presented iu tike other with perfect 



ease. The total amount of the commodity required to bring 
the ordinate of group {b) from 40 to 4 is 63. We know 
from curve (a) that 10 would be required to bring group (a) 
to the same point. Starting tlken at the joints of the two 
curves with ordinate 40 we have 63- 10 ( = 53) us tlie 
surplus of the supply ; and we can piesent the two curves 
from the points of ordinate 40 onwards, with a space of 53 
between these two points, and obtain (Fig, 25) tlie price by 
intei-section precisely w in Fig. 23. But heie, as before, the 
real process is one of addition. We could of conise have 
eUrUd at any other point of (b) lower than 40, and the 
corresponding point of ((?), witli the same result. In fact our 
Fig. 25 includes all such alternatives in itself- 

We can now understand the exact meaning of the con- 
firmed habit of presenting the phenomena of the market under 
the form of a curve of " supply ” and a curve of “ demand." 
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the i|iten«ectiou of which determines the price. It is based 
in the first place on a division (irrelevant as we have seen) 
liiwr»«tihg those pei'sons in the market who have, 

ciirv««of and those who have not. a certain stock of the 
drmala^auci Commodity in question. The curve of the latter is 
tiicir iiiuiory given 10 its Completeness, or. at any rate, the origin 
char.icier. marked and the portion of the curve which is 
skciclied is made to l>^iD at a dehned distance from the 
origin. Tins is called the curve of demand. The other 
curve iu then inserted as a reversed curve, and a definite 
ordinate is assutued either for tlie point at the origin or for a 
point at a dehneU distance from the origin ; and this is called 
tlie supply curve. Now this curve is a curve of reserve 
prices, which, us we have seen,' is merely another name for 
the demand curve of tlioae wlm possess a stock of the com- 
modity ; and its reversal is merely a quick way of aiTiving 
at tlic results of addition. But iu connection with it iulhr- 
umtion is tacitly given us as to the surplus of the total stock 
oviT the amount required in order to gratify the whole market 
diHvn to some given ordinate. The couiiection between 
tliesc two pieces of information is arbitrary ; for the vital 
infon nation as to excess of supply over tltat lequiied to bring 
the ordinates to a certain point, might just as well have been 
given us in connection witli the other (M>-callo<l '' demand ") 
curve, or partly in connection with one and partly iu connec- 
tion with tlie other, or without any specified connection with 
either of them. Thus, if we had not )tad tlte two curves given 
us at 111 ), but only the whole collective curve, without distinc- 
tion between possessor and non -possessor, and had also keen 
told that the stock was enough to satisfy all claims down to 
the ordinate of with a surplus of 58, we should have 
obtained exactly the. same result. And if we suppose curve 
(a) and curve (6) alike to be miscellaneous groups, both of 
them made up of some persons who possess and some who do 
!iot (lossess supplies of the commodity, we sliall still have 
precisely the same results. 

But the distinctions which ore Irrelevant to the determina- 
tion of the market price and of the quantities ultimately 
possessed by the individuals constituting the market do affect, 

» pRgtt 429 S 99 . 
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as we have seen/ the specific steps bj which the price is 
discovered and the equilibrium reached. It is in the failure 
to distinguish between the methods by which that price is 
discovtred^ and the ultimate facte bj which it ia dtUrmi'nfd . 
that the current analysis of the market appears to me to fail. 
Though the diviaion between buyers and sellers is not absolute 
(for we have seen * that a man may be a buyer or a seller 
according to circumstances in the same market, and tfjat the 
buyer may be a possessor of stock also), yet it is undoubtedly 
the “ higgling '' of buyer and seller that discovers the actual 
price. Hence the seductive character of the current repre- 
sentation, and the insidious character of its concealment of 
the ultimate nature of the market and market prices. 

Ws will now proceed to the examination in detail of 
examples of the way in which relevant and iri’elevant facts 
are usually confounded in the analysis of markets and market 
prices. 

In )iis book on Ttu Econcmitt rtf DiSlrihvticn^ (pages 
11 s^.) Mr. Hobson supposes that in a hoi’se-muilcet tliere 
urc eight " sellers (of horses of uniform quality) 
who Imve reserve prices running from £10 to ^26, 
and ten “buyers’* willing to give prices running 
from £15 to £30. The details may be throve n into the form 
of Fig. 26. The figure is necessarily defective, for if H will 
sell ftt £26 and P will buy at £26, this involves a difference 
in the place of a horse upou the scales of preference of H and 
P, but Mr. Hobson does not tell us how greot the difierence 
ia It may be less than a farthing; that is to say, it may 
l>e that H would not sell at a farthing less than £26, and 
P would not buy at a farthing more. But that H would 
sell at £26 shews that he prefers £26 to the horse, though 
by never so little; and that P would buy at £26 shews that 
ho prefers the horse to £26. A horse, then, stands on H’s 
scale at a little below £26, and on P's at a little above. 
This is not shewn on our figure ; but neither is it necessary 
for the purposes of our investigation. 

Mr. Hobson proceeds to argue that if a price of anything 
above £21; 10a were set there would be more eelleie than 

' P4g« 499 . 
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buyers, and if anything under £21 were set there would be 
more buyers than sellera» so that the price would settle some- 
where between £21 and £21 : lOe. Anywhere within this 
range there would be an equal number of buyers and selleie. 

This is all perfectly true, and it corresponds to our 
elaborate exposition of the market as a luuchinery for diS' 
covering the ideal equilibrating price.* But if it is given os 
a statement of the data which determine that price it is quite 
needlessly complicated and gives us a number of irrelevant 
facts. If we know nothing at all as to who possess the horses 
hut know the position a horse occupies on the relative scale 
of each of the (persons concerned, we shall have, on Figure 
27, a statement of what prices would rule for any supply of 
horses from one to eighteen, and shall see that for eight liorscK 
it might be anything from £21 to £21 : IDs. 

The relevant facts for determining the price, in the case 
8upj>osed by Mr. Hobson, are found to be tliat there are 
eight hones altogether, and that the places that a liorse 
occtipies on the scales alike of A-H and L-B are as stated, 
and as represented in the diagmin. The irrelevant facts are 
that the eight horses are at present in the possession of A-H. 
aud that I-It are all without horses When ! say that the 
possession or non -possession of a horse is inelevnut, 1 mean 
that it is irrelevant if we know the position of a horse on 
the scale of preferences of each of the peisons concerned. 
The possession or non-posaession of a horse may no doubt 
affect that position, but so may the man’s health, or the health 
of his wife, or his age, or tlte fact that his wife has recently 
read Mrs. Hayes’s Honewoman, or that his daugliter has 
read Xenoplmn On Horttmanskip, or a thousand other things. 
There may, in short, be an indefinite number of reasons why 
the horse occupies just this position on his lelative scale, 
but as long as we know the fact we are indifferent to the 
causes. Given, then, the relevant facts, you may distribute 
the items between the groups just as you like. You may 
arrive at your conclusion by the method of addition or the 
method of intersection. You may deprive the whole alphabet 
from A to R of horses altogether, and throw eight horses 
from some other source upon the market, without reserve 
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price ; you inuy suppose that some in group A-H possess 
horses and others do not; but you will always bring out the 
identical result that the market price, virtual or actual, will 
be somewhere between £21 and £31.:106.. and that the 
ultinrate possessors of the horses will be H, G, F. R, Q, I*, 0, 
N. Naturally. They are the eight persons uu whose scales 
of preference u horse (whether they have him to begin with or 
not) stands highest, and there are only eight horses altogether. 

If the fundamental method of addition is adopted, it is 
obvious at once that no hypothesis as to which of the persons 
brings the horses into the market will in any way elfect the 
result, and, on examination, the same will be found true if 
we adopt the method of intersection. Ou Mr. Hobson’s 
supposition, greup I-K possess no horses, aud group A-H 
possess eiglit. We know, then, that os tlicre sre eight horses 
altogether, we must so arrenge the curves tliat between the 
highest of one group. R, and the highest of the other group, 
H (both included), there shall be eight units, so that whatever 
the point of intersection may be tliere shall be eight und 
only eight letters above it. This will give us Fig. 28.‘ which 
will bring out the same ultimate possessors of horses nod 
the same prices as we had in Fig. 27. But if we suppose 
that the eight horses were originally possessed by A, 0, F, H, 
K, L, M, 0, and that B. D, E, G, I, J, N, P. Q, R were without 
tliem, and proceed by intersection to determine tlie price 
and the ultimate possessors, we mxist again see to it that 
between R and H (both included) there are eight units, and 
again we shall obtain identical results (Fig, 29). But tliis 
rearrangement of the individuals is really superfluous, Wo 
may suppose the down and up sloping series in Fig. 28 each 
to iuclude possessors and imu •possessors, according to tlie 
data of Fig. 27. This will in no way affect the result; nor 
is it necessary to have any information » on tlie subject in 
order to split up the data of Fig. 27 in any way we like 
and place the two groups cross-wise, with the interval lietween 
their highest members determined by the datum as to the 
total number of horses. 

' I htvc iirenrviKi th« eonv«utioa by which lb« " curve U made 

U ru)i dewu and Che " com to run xip. from left to right Of courao 

It hae no aigtiilicKneo end might ]uat m well be neglected or reVeraed. 
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It will be noted that Mr. Hoteon gives us the whole 
of the facts. Mr. Marshall of Economicz^ ed. 3, 

page 410) has a parallel example in which he only 
gives some of them. He supposes, in a corn .market, 
that at 37a a quarter there will be ''sellers’' 
of 1000 quarters of wheat and “buyers “of 600; at 3 6s. 
“sellers'' of 700 and “buyers'' of 700; at 35a. “sellers" 
of 500 and “ buyers *' of 000. 

The facts given us may be tabulated thus : — 


A 

8el1«ra will wU — 

1000 . . . e( 37 k 

700 (keepiog 300) at 36a. 
500 (keeping 500) at 35a. 


B 

Buyers will buy — 

600 . .at d7a 

700 . . At 36 a 

900 . .At 35m. 


Therefore (subtracting from the B figures the 600 required 
to bring the B's to the 37 b. point) we find that when all are 
satisfied down to the point of 37a.. it will take — 


A 

300 more to latUfy the A'a 
to the point of 36a. 

500 more to BAiiefy (he A'l 
to the point of 3 Sa 


B 

100 more to BAtiefy the B'e 
to 36e. 

300 more to BAtiefy the B'e 
to 35a 


It appears, then, that in the market altogether there are 
1000 quarters more than would eatisfy the group A, called 
"sellers," down to 37s. (for they have 1000 quarters that 
they value at less than 378., or they would not seU them at 
that price). It would Uke 300 of these to satisfy them 
down to the point of 36a (for we are told that at 36a they 
would hold back 300), and 200 more to satisfy them down 
to 35 b. What we know of the curve of the group called 
“ Belhrs " is therefore represented on Fig. 30 («> As to 
the group B. called “buyers.'' we do not know to what point 
they are already satisfied, is. we do not know at what price 
they would begin to buy. but we know that 600 quarters 
(or 600 more than they already have) would bring them to 
the point 37b., and then another 100 would bring them to 
36a, and another 200 yet to 358. What we know of their 
curve, then, from the 378. point onwards is represented on 
lig. 30 (5). In neither case do we know how far from the 
origins the curves start. 
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us sdd the two curves, starting at the points with 
the ordinate 37a Fig. 30 (c) gives us the result Now 
we know that after all parties are satisfied to the point of 
37a there are 400 quarters left; and these will satisfy all 
parties to the point of 36a Or we might adopt the method 
of intersection, placing 400 quarters between the 37a points 
of the two curves. The result, of coarse, will be the same (d). 
Both (c) and (d) can be constructed and read without reference 
to the initial distribution of the corn. If all the corn bad 
originally been in the possession of the group A, or if half 
of it had been in A's possession and half in B's, or whatever 
the proportion had been, so long as the curves of significance 
remained the same, and the excess over the amount required 
to bring them all to the point 37& remained 400, we should 
always have the same result. The course of the curves, 
then, and the amount of the excess, constitute our relevant 
information — relevant, that is, to the determination of the 
market price and the ultimate distribution of tbe exceea 
The irrelevant information is that the corn is now in tbe 
possession of group A. 

A psychological objection may here be raised. It may be 
said that it is impossible that the curve of preference should 
be conceived irrespective of the possession or non- possession 
of the commodity. In the case of the horse-market it may 
be admitted that every man has a more or less determined 
relative estimate of the significance of a horse, and that we 
need not inquire how he came to form it. But in the case 
of the wheat we are asked to suppose that each man has a 
scale on which successive quarters of wheat are continuously 
registered with continuously declining significance. Now it 
may veiy well be that the man who comes into the market 
with the intention and hope of selling may buy .when he 
becomes better informed of the facta, or vict versa, yet some 
mental friction would have to be overcome, eo that the curve 
would not decline regularly, but would break at certain points 
determined by the amount of corn the man possessed. The 
answer is that this may be, though it need not be, the case ; 
but that in a la^ market such individual cousiderations will 
counteract each other, and the whole body of persons con- 
ducUng the buaiuess will present a sensibly continuous curve. 
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The final outx>)me of these investigatione is that the 
diagrammatic method of taking a buyers* curve and a sellers' 
curve and shewing by their intersection what the market price 
will be is perfectly legitimate if properly understood » but 
that if it is supposed to represent the ultimate facts which 
determine the price, it embodies and emphasises irrelevant 
matter. If it is supposed that the two curves are difterent in 
kind and represent two principles, that they could not equally 
well be represented as a single curve, or that the trausference 
of any constituent elements from one to the other would 
affect the result, or that either curve might not contain the 
register of both buyers’ and sellers* preferences, then the 
method is misleading and mischievous. lu the higgling of 
the market the price emerges as the result of the play of a 
conflict between buyers and selleis as such, which is not 
relevant to the ultimate hicts and forces which coTtstUvte that 
price. Tlie method of intersection is, in fact, a mere disguise 
of the method of addition, and it might ignore the distinction 
between buyer and seller without affecting the result, ns fut 
as price and ultimate distribution are concerned. If adopted 
to shew the amount of business done under given conditions, 
the distinction between buyers and sellers and the intersection 
of tlieir curves is a legitimate method ; if adopted to shew the 
ultimate considerations that determine the market price, it is, 
to say the least of it, seriously misleading. 

Our main conclusions are nothing new. They merely 
restate the results of the analysis of markets entered upon in 
R«ui«oettt Given the total supply of 

ofthsUwof the commodity, the market price that any single 

Markit ^u^^omer finds established is determined in the 
main by the demands of all the other pui'chasers, but in some 
d^ee by his own. If his demand is, in bulk, a very small 
portion of the whole, then its effect on the price will be corre- 
spondingly email, that is to say, the total curve will decline 
so slowly that the addition or withdrawal of au amount of the 
commodity sufficient to carry this one purchaser from \\i» 
initial to his final increments will not perceptibly raise its 
ordinate- And therefore in dealing with any one individual 
separately we may assume the market price as already fixed 
by all the other individuals, and may then simply meosme it 
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0? on the axle of Y of the particular cun'e we are examining, 
and may draw a parallel to the axis of through that point. 
The abscissa of the point at which this parallel cuts the 
curve will measure the amount that this t>articular purchaser 
will take. We may put it in this way : the amount of any 
commodity which will flow, in obedience to the economic 
forces, to the satisfaction of any one consumer's wants will be 
determined by hia curve of preferences, by the similar curves 
of all the other claimants, and by the total amount of the 
commodity. This is the general law of distribution. 

If we go on to ask what determines the quantity of the 
commodity, we And ourselves dealing once more with the 
identical problem that we have just solved. The iv” 

flow of the productive forces into this or that cfltJwktt 
industry is determined on exactly the same 
principles as the flow of the stock of auy single upon other 
commodity to the different consumers. To breed 
horses you need land, buildings, corn, apparatus of many 
kinds, and trained human faculty. In supplying horses, 
therefore, you demand all these things. To raise corn you need 
land, buildings, ploughs, waggons, gates, ships, machinery, 
and human faculty. In supplying corn, therefore, you 
demand these things. And so with all other commodities. 
Thus the supply of any commodity is itself a demand upon 
other commodities and services, and if we separate out the 
demand, say, for woodwork implied in the supply of 
each of the commodities into which it enters, we shall be 
doing just the same thing that we did when we separated 
out the demand for poUtocs from all the iiuUvidual budgets 
of the persons that composed the market. Here, as there, 
the share that each one gets is determined by the curve 
representing the ui^ncy of the want it satisfies, by the 
similar curves of the other industries, and by the total 
available resources of the community. Thus the supply of 
any commodity is regulated by the combination of productive 
factors needed for its production and the rival claims of other 
commodities for the factors of this combination. Ultimately, 
then, we have at one end the undifferentiated and unmanipu-’ 
lated forces and materials of nature, the faculties (trained and 
untrained) of man. and the various modifications of the former 
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the latter, whicli exist at the moment. This constitutes 
the total available stock. And at the other end are the tastes 
and resources of each individual. The amount of the supply, 
at any moment, of this or that c-ommodity (in its final and 
united form, or in any of its intermediate states or constituent 
elements) is determined by the attempts of the commercial 
community to gauge and anticipate individual wants and to 
regulate the flow and the combinations of the ultimate soi^rces 
of supply in acc ordance with them. 

We have seen that all the different items of the ultimate 
sources of supply, and all the existing products, can, at any 
given moment, be expressed in a common unit Therefore, 
in considering any single industry, we have first to determine 
what unit we will take to measure amounts of the productive 
agents. We might take, for instance, the amount that would 
exchange for an ounce of gold, or a ton of pig<iron, or a 
quarter of wheat of given quality, or any combination of 
these or other articles we choose to select This will be 
our arbitrary u n it -of- prod uct8-aQd>factors*of- prod action, and 
as we arc now applying it exclusively as a measure of factors 
of production we will call it the unit^factor of production. 
The unit of the special product we will take as that amount 
of it whicli the unit-factor of production can produce. What 
will the unit on the axis of y be ? It will represent the 
general command of articles in the circle of exchange which 
corresponds to the ounce of gold, ton of pig-iron, or what 
not, that we have taken to measure our unit- factor of 
production. We may think of it in terms of money. It 
niuy be a pound's worth or a shilling's worth of anything 
tliat is in the circle of exchange, including the factors of 
production themselves. The curve, then, will indicate the 
place on the communal scale of preferences of each successive 
unit of tl)e commodity ; and the flow of productive forces 
into that industry will be regulated exactly as the flow of 
flsh or carrots to this or that purchaser’s larder is regulated. 
It will bring it down to the (objective) level determined 
by its marginal signiflcance elsewhere. If the total amount 
of the resources of society which will in any case be deflected 
to this particular industry is an infinitesimal portion of the 
whole, we may take this margin as independently fixed. 
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The curve (t'ig. 31) gives us the rate at which the uuit- 
factor of production will satisfy human wants (measured 
objectively) in this industry at any maigio. At what rate 
(measured by the same standard) will it satisfy human wants 



in other marginal applications ? Wliatever that raU* may 
be it can be represented by a line. Measure off that line 
on the axis of y, draw through the point thus determined 
A parallel to the axis of X, and the abscissa of its point of 
intersection with the curve will determine the flow of the 
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productive resources to this industry, and the corresponding 
amount of the product. The curvilinear space above this 
line will represent (objectively) the satisfaction which the 
creation or destruction of this particular industry would add 
or subtract from the community. Its revenues of enjoyment 
(or at least of anticipated or estimated satisfaction) will be 
increased to that extent by the existence of this industry. 
It follows, of course, that whereas the communal curves of 
demand for, say, a certain kind of timber in the furnishing, 
the building, the shipping trades, and so forth, can be added, 
under the conditions laid down on pages 4d4 sg., the communal 
curves for different commodities (houses, ships, race • horses, 
diamonds, books, fruit, music, etc.) cannot be added, since 
each such curve assumes that all other conditions remain 
the same, and to travel along any one of them constitutes a 
change of the conditions for some or all of the others. 

If the demand (estimated significance) for a commodity 
increases, as represented by the upper dott^ line in Fig. 31, 
the product will be increased from Ox to Ox^ If 
dedines, as in the lower dotted line, the industry 
cf ft will shrink to Ox^ If, while the demand remains 

CDftDM IB * 

d«mftDd Qr ia the same, some invention is made which doubles 
tij. conaiMn. the quantity of the commodity which could be 
produced by the unit>factor of production, or, which 
is the same thing, halves the amount of the productive forces 
required to produce the units we have hitherto registered along 
Ox, the dotted line parallel to the axis of wT will indicate the 
quantity which will be produced. We might equally well 
represent this latter change by retaining the length Oy 
unchanged and doubling the height of the ordinate at every 
point, because the factors that would give the value Oy in 
other industries will now be producing the units of our 
product, and therefore the anticipated satisfactions they yield, 
at double the previous rate. The unit of Ox, therefore, will 
represent twice as much of the commodity, measured in its 
own proper unit, as before (Fig. 32). 

We have now to note that any very extensive departure 
from the existing state of things might affect the whole 
constitution of the unit on which we are working, for it 
might disturb the marginal relations between different kinds 
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of human effort and different producte or gifts of nature. 
And, as the value of anything can only be expi’tssed objectively 
in terms of something else, changes or discoveries that affect 
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the general fertility of hmnaii effort, and the significance' 
of natural products and agents, cannot be recorded by any 
wnsisteut objective method. Further, the diagrannnuHc 
' ustrations which we have been xising can only be legardcil 
applicable to cases in which we are examining a very 
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small part of the whole field, ao that we may consider the 
geiieral conditions as stable- An attempt to draw up the 
wliole scale of significance of any one of the main factors of 
production, carried back to the origin, would of course be 
quite futile. It would be impossible to imagine the origin 
at all nearly approached without sudj a disturbance in other 
conditions as would deprive our unite of all continuous 
significance. 

One other point of theoretical intereat remains for in- 
vestigation here. We have seen * that the creation of the 
.m. . supply of undifferentiated human capacity it to be 

Jne supply j j • » * v 

»n»boiir. regarded in the mam as itself constituting a branch 
of expenditure or “ consumption." It is determined, 
ivi!-ur« At any moment, by the scale of relative significance 
mioUude* of this particular form of expenditure, ''consump- 
tion" or expression of impulse, which has ruled in 
the past. But the total capacity-for-effort that exists is not 
employed " economically." What determines the amount that 
is devoted to the production of things that enter, or might 
enter, into the circle of exchange 7 Here, as in previous 
instances, we must begin with individual curves. Writers 
who have paid attention to the subject have usually regarded 
the output of human effort (spoken of under the rather 
dangerous abbreviation of" labour ") as limited by its irksome- 
ness, and have represented its significance (at least after a 
certain point) as a negative quantity. 

We will begin with Robinson Crusoe. Along the axis 
of A" (Fig. 33) we measure unite of effort- The proper basis 
for such a unit would be foot-pounds if we were considering 
mere muscular effort, but it will be convenient to take an 
hour*8 work as our unit, including all physical and mental 
effort, and ignoring the fact that during different portions of 
the day, and so forth, the actual output of effort made per 
hour, measured by any objective eteodard, will vary. The p 
curve will now represent the marginal significance to Crnsoe 
of the result of successive unit-outputs of effort, and the I 
curve will represent the marginal irksomeness of the output 
of effort itself. The unit on the axis of Y is essentially 
psychic, and we may for the present read the figure as 
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raeaning simply that at the uiai^io of six hours' work per duy 
the value of the product compensates threefold the irksome- 
ness of the efibrt ; that is to say. Crusoe would make the effort 
even if its results accrued at only a trifle above one- third the 
rate at which they actually accrue. Thus the balance is 
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favourable up to 9 on the axis of JT; after that it would be 
unfavourable, and therefore the output of effort is carried 
to that point and no further. 

living the island and returning to civilisation, we take 
the remuneration of each man’s effort per hour as a datoiu. 
fixed by the general laws of the market, and, still reading the 
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curve psychologically, we find that at the margin of six houre 
a day the individual whose curve we are examining estimates 
the advantage of the increased supplies of all commodities and 
services in the circle of exchange as threefold compensation 
for the irksomeness of the work that secures them. And the 
advantage is on the side of doing more work for wages up to 
nine hours a day, but no further. This, then, is the amount 
of labour he chooses to supply on the terms which it will 
command in the market. Well, then, he sells his time with 
a system of reserved prices, which constitutes his own demand 
for it; just as the stall -keeper sells her plums.* Each 
individual can get for his work economically as much as his 
doing it is worth to others, and he will require for it as much 
as his not doing it is worth to himself. The total supply of 
any kind of effort is the whole capacity of the persons capable 
of making it, and this supply is distributed between economic 
and other applications in accordance with the general laws 
we have studied so fully. 

This way of putting it at once suggests that the man who 
sells his labour is selling something for which he himself has 
a demand of some kind, and that this demand should be repre- 
sented as a positive, not a negative quantity. Heflectiou 
fully justifies this suggsstioa The irksomeness of the labour 
by which we earn money is not really the only thing that we 
have to set against the advantages the money secures. It is 
only a negative expression of one element in the desirability 
of rest or leisure. This latter is a positive conception, and 
it includes all output of effort upon the direct securing of 
things not in the circle of exchange, as well as rest Our 
previous studies * of the relations of positive and negative 
satis factions and their diagrammatic representation will remove 
all difficulties from our path in this matter. We may treat 
“ desirability of leisure " as positive, and may represent the f 
curve with positive ordinates, as in Fig. 34. We shall then 
get the same point as before, vis. 9, by intersection, and shall 
see that the whole diagram is no more than another disguise 
of the process of addition of curves. 

We may read the / curve, whether in Fig. S3 or in 
Fig. 34, thus: — We have no information as to the total of 

> 229 t 411 
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exchangeable commodities which the man could conceivably 
secure to himself by his extreme output of effort, reducing 
his leisure to the mmimum requirements of rest and nutrition 
which would enable him to continue at the same level. But 
we know that if he had already reserved as much leisure us 
would reduce its marginal aignificance to 7, he would still 
have thirteen hours a day, to distribute between the further 
gratification of his desire for more leisure and the total grati- 
fication of his desire for things in the circle of exchange. Ttie 
p curve shews us that it will take seven of those tliirteen 



hours to bring his desire for things in the circle of exchange 
down to the point of 7. That is to say. the nurginal value of 
leisure, when eleven hours have been reserved for it. and of the 
reward of labour, when seven hours have been devoted to it, 
stand alike at 7. There are six hours more to be distributed 
between them. Add the curves together from this point, 
reversing / (Fig. 36), and we shall obUio our former result 
HS to the point to which both seta of desires will be gratified. 
Two more hours will be devoted to work, making nine hours 
altogether, and four more to leisure, making fifteen hours 
altogether.^ 

^ It i* bUMury, however, to aote tliet in Uum rvvenijig ourorisinol / ciirvr 
we hsvB MiaiDed e eUbility io our iwychio unit oo tbe oiia of }* thoc woe not 



526 


THE COMMON SENSE OP POLITICAL ECONOMY 


BK. ]l 


For obvious reasons we have not carried our curves 
back to the origin. The assumption that " other tbin^ 
are equal " would be patently absurd at any great distance 



Pio. $5. 

from the actual point of equilibrium. Even tbe range that 
we have actually allowed our curves to cover can only be 
justified by considerations of facility of demonstration. 

Is our 6nt eoBitructioa sT tlio figure. Tbo or^intUi of tho ^ ^ 

curvw tor isy tbociMS wtro d^Umioed with reTorosM U> owh oUisfi *t ihst 
point, tnd cosMquootlj our ordliuto of 7 for tho / curve, whoo the ebKiue it 
13, meene thet irkeoiseiieM of clTort (or deairo for iU cesaetion) et Ihet point 
ii eeves tlmee ee greet er the edvestege ecenuog from labour et that point. 
It doee not follow that it ie Jaet equal to the advantage accruing at tbe 
ebecisaa 7, unlcM we can be eure that tlic peyebic value of tbe unit remeine 
»Ub1e for p throughout ita eouree; and we have aeeo (pages 4SS the 
estreiDC difficulty of securing even a fair approxunatioD to such sUbiUty in far 
simpler cases than thia. If we retain the form of tbs ^ curve, aod reversing tbe 
f curve relate each ordinate to tbe now eorreependiog ordinate of p, we may get 
s different form of the curve, reprsnentiiig tbe saine relations and the same 
psychic valuta. But tbe point at which tbe two oidinateo are equal to each 
other must obviously be the same. 
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TK£ THEORY OP INCREASING AND DIMINISHING RSTDRNS 

Summary. — 2*Ae /aim af '* inctiating and rtturnA" 

a$ turrefUly staled, are in nc unu co-ordinaie, and do 
not form an anHlktM The w of Ike terms in economic 
argument seldom coincides wth the d^nitions given to 
them. As applied to *' cost of production ” the conception 
of diminiskiTig returns is often misleading and confused; 
and a fatal graphic resemblance belioeen two xTUerseeting 
curves of demand on the one Aon^^ and a curve of demand 
intersected by a curve of ** cost of production " on the other, 
has (together toi^A other misleading influences') produced 
a habit, in graphic demonstrations, of treating increasxTig 
cost of production, as the nmonni produced increases, as 
the nonnai case. Other and less academic influences are 
at work to foster an irrational dread of '* decreasing 
returns ” to labour in the near future. 

DiagFADw of intometing curves have been used with 
many different meaninge. and a faUure to dietinguiBh precisely 
between them has given rise to much confusion. Our path 
to the further investigation of this subject lies through a 
consideration of what are known as the laws of " increasing " 
and " diminishing '* retuma 

In books on Political Economy our attention is called to 
the following facta If successive doses or increments of 
labour (or labour and capital) are applied to a piece 
of land, we find that, at any rate after a cerUin 
point, doubling the amount of labour does not i^crwuig 
double the product. As we increase the amount of 
labour, therefore, each successive increment secures a smaller 
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return in the shape of product This is called the law of 
diminishiDg returns/' aud is said to apply generally to 
agricultural and extractive industries. On the other hand* 
if an induatzy such as that of the cotton or iron trade so 
increases that, eay, twice as much labour (or labour and 
capital) is employed in it as before, it will generally be found 
that the result is a more than doubled output. This is said 
to illustrate the ** law of increasing returns/’ and to apply 
generally to maoufacturea 

When the statements are made thus baldly tbe reader 
can hardly fail to see that the two laws " are in no sense 
co'ordinate, and cannot be regarded as standing 
4DUtu«u. proclaiming " di visum habeinus im* 

perium.” The cases are not parallel. In stating 
the law of diminishing returns, it is assumed that the factor 
of laud is constant, and if, when a number of factors 
co-operate to produce a result, you double some of them 
without doubling others, of course you cannot expect to 
double the result. If you double the pastry without doubling 
the apples, you do not double the pie. If you double the 
diners without doubling the dinner, or double tbe dinner 
without doubling tbe diners, you do not double the dining 
experience. In like manner if you double the land without 
doubling the operations on it, or double the operations without 
doubling the land, you cannot expect to double the crop. 
This principle would apply to manufactures just as much 
as to agriculture. If, for example, you had doubled the 
number of bands, retaining the same machinery and build* 
ings, or if you had doubled the raw material without doubling 
the labour bestowed upon elaborating it, or if you bad doubled 
the labour bestowed on the same raw material, you could 
in no case expect the exact doubling (or other proportionate 
increase) of the product Or if a tradesman doubles his 
accommodation without doubling his stock and stafl*, or doubles 
his stock without doubling his accommodation and his stab, 
he will not double the effectiveness of hie whole establishment. 
There are circumstances under which any of these operations 
might more than double the total result. If a business were 
desperately under -staffs or under • stocked, for instance, 
doubling the defective factor might more than double the 
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effect of the whole ; but if doubliug any ooe of these factors 
without doubling the others exactly doubled the efficiency of 
the concern, it could only be a coincidence ; and " after a 
certain point” it would certainly less than double it. The 
“ Uw of diminishing returns,” then, is really no more than 
an axiomatic statement of a universal principle that applies 
equally to all forma of industry, and to a great range of 
non-industrial experiences and phenomena as well. 

The law of increasing returns, on the other hand, Includes 
all those cases in which economies may be effected in one or 
more of the factors by increasing the scale of production. 
There is no kind of parallel or contrast between the two 
principles. If you double tone of the factors and not tlie 
others you will not exactly double the product (except by a 
coincidence). If you increase all the factors in a suitable 
proportion you will in many cases be able to secure doul)le 
the product without more than doubling any of the factors 
and without as much as doubling some of them. 

The law of increasing returns, then, is an intelligible 
formulating of a very interesting and important phenomenon. 
Production on a large scale makes certain economies possible. 
A man who is cultivating 60 acres of land niuy require a 
waggou, but if he were cultivating 200 acres he might only 
require two, not four. And if, instead of supposing one man 
to increase his holding, we imagine four holders of 60 acres 
each to be working in co-operation, we may still suppose the 
ttme economy to be effected. Or, without any " co-operation ” 
in the technical sense, a man may own a steam thrashing, 
machine, and may do the thrashing for all the farmers and 
holders in the neighbourhood more economically than they 
could do it for themselves; but it is only if there is a great 
deal of wheat grown in the district that this can be donc. 
No limit seems yet to have been reached to the possibility of 
economising in one direction or another as the bulk of anv 
industry increases. It seems always possible, at every stage 
^ introduce some new process of specialising or division of 
labour, and so to effect some new economy for which the 
industiy was not ripe until it had reached its present 
dimensiona And note that the phenomenon we are now 
exemmiDg is independent of the question how fur elie 

2h 
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huaioess of a single concern » or under a single management, 
may be carried advantageously. The economies which a large 
volume of production, as such, renders possible are in principle 
independent of the question whether the industry is in few 
or many hands. 

The principle of increasing returns, therefore, is intelligible 
and important ; and ii directs our attention to a significant 
point in the analysis of the processes of production. The 
law of decreasing returns," on the other hand, as ordinarily 
stated, is, ae we have seen, the mere enunciation, with special 
reference to land, of an axiomatic and sterile proposition. Of 
course you cannot indefinitely increase a product in proportion 
to the increase of certain selected factors of production if you 
do not increase the other factora 

This utter disparity of the two “laws " is sometimes veiled 
by stating the case merely in terms of “ labour," or, it may be. 

of “ labour and capital." Thus it is said that in 
to v»iu^ agricultural and extractive industries the increase 
duparity io the output wiU not be proportional to the 
iJicrease in labour and capital, whereas in manu- 
factures it will be more than proportionate. But 
manifestly this is only a partial statement. There is a 
suppressed assumption that you do not (or a suppressed 
postulate that you cannot) coatemporaneously increase the 
other factora in the one case, and that you do (or can) increase 
them in the other. The enunciation of the “ law " of diminish- 
ing returns, then, reduces itself to a veiled statement, or 
hypothesis, as to facts. Sometimes writers perceive this, and 
base their argument on explicit statements as to the actual 
limitation of the supply of land on the surface of the earth, 
or place their whole Investigation on the footing of a hypo- 
thetical isolation, say. of England in time of war. On the 
relevancy or legitimacy of these statements or hypotheses we 
may have something to say presently.' but meanwhile it is 
abundantly evident that there is no possibility^ along any of 
these lines, of formulating two co-ordinate “laws,” in the 
proper sense, parallel one to the other. The only “ law " is 
that (within limits that do not appear as yet to have been 
ascertained or realised) successive economies in the administra- 

' Pages S3d sq., S39 $q. 
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tion oi the factors of production maj bo introduced as the 
volume of production Increases. But of course that does not 
mean that these economies are always such as to secure an 
increase in the product more than proportionate to the increase 
of some of the factors^ If the other factors are not increased at 
all. The two “ laws" therefore hold united, not divided, sway 
over iudusti*y. 

But the semblance of a parallel in the statement of the 
genuine law of increasing returns on the one hand, and of tlie 

axiom and the disguised assumption (or hypothesis) . 

- 1 . .1 . ^ ' Modifiettwu* 

whicli jostle each other under the cloke of a law ia Uiq cea- 

of diminishing returns" on the other, has led to 

frequent treatment of the two as parallel, and this 

has reacted upon the conception of the “ law of *^^'*™**" 

diminishing returns" itself. This “law" accordingly has 

made a series of masked movements by which it has in some 

degree approximated itself to a paiullelism with the other. 

If we were to construct an interpretation of the phrase 
law of returns in strict analogy to the rational 

use of law of iwueuin^ relurru, we should formulate it 
thus: — " There are some industries of such a nature or in sucli 
a stage of development that you could double the output 
without more than doubling any of the factors of production, 
and by less than doubling some of them ; but there are other 
industries of such a nature, or in such a stage of development, 
that you cannot double the output except by as much as 
doubling all the factors of production and more than doubling 
some of them." This would be an enunciation of two parallel 
principles which really might divide the realm of industry 
between them. It would remain to be shewn what industries, 
if any, came under the latter law. But this completely 
consistent use of the terms has never, so far as I am aware, 
entered cither consciously or unconsciously into books of 
Political Economy ; and that fora very sufficient reason. The 
terms in which we have attempted to give precision to the 
law of increasing returns are not the terms in which we 
habitually think. " No more than doubling any of the factors 
of pr^uction, and leas than doubling some of them," is not a 
working formula. We might more than double some, but the 
economies effected by the reduction of others might more than 



532 THE COMilOK SENSE OF POLITICAL ECONOMY sk. u 

compeusate this increase ; and, moreover, the question is 
complicated by substitutions, bj the introduction of totally 
fresh factors, by the partial or complete elimination of existing 
factors, and so forth. And in order to make comparisons we 
need a common denominator to which all these entering and 
vanishing, waxing and waning factors can be reduced. This 
common denominator, as we have already seen,' we have; and 
its index is the value in exchange of the several factors, that 
is to say, their marginal efficiency in other industries ; and this 
we measure in terms of gold. Wbat we practically mean, then, 
by the Uw of increasing returns is that in certain industries (or 
conditions of an industry) an increased output means a cheaper 
production, as measured in gold values ; and, by analogy, we 
should interpret the law of decreasing returns to mean that 
in certain other industries (or conditions of an industry) an 
increased output would mean an increased cost of production. 

Here, then, we have an intelligible use of the two terms 
in a parallel and consistent sense ; and in most generalisations 
and inferences concerning industries which obey 
the law of increasing returns " and " industries 
iDfCMtPf which obey the law of diminishing returns*’ this 
M tb« tcAic seems to be what is in the mind of the writers, 
of production 3^5 reader will see that by a process of at- 
traction the meaning of the “ law of diminishing 
returns ” has been drawn completely away from its original 
basis. Both laws have effected a masked movement from 
terms of specific factors of production, measured in their 
proper units, to terms of generalised productive resources 
measured in the unit of gold, And the law of diminishing 
returns has effected a further, and if possible more important 
movement, from the statement that if you do not adequately 
increase some important factor you must not expect an in- 
crease in the product proportional to the increase in the other 
factors, to the statement that in certain industries it will not 
be normally possible largely to increase certain important 
factors or to find adequate substitutes for them, except on 
terms so unfavourable, pecuniarily, that the net result will 
be an increase in the cost of production as the volume of the 
output increases 


' S6l afq> 
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These ambiguities would hardly have maiotaioed their 
place in the textbooks had they not been supported by the 
asaumptiou that in the case of agriculture there really ie a 
normal diCBculty or impossibility io obtaining at will an in- 
creased command of land, whereas in the case of manufactures 
there is no such normal and pennanent limitation to the increase 
of any factor. Tims, the axiomatic statement that if you do 
not increase the land you will not increase the product in 
proportion to the increase of the other factors, coupled with 
the postulate that you cannot iucreaee the land, yields the 
result that you cannot increase agricultural products except 
at an increase iu the cost of production ; and this result 
(flagrantly as it contradicts the facts in many instances) is 
accepted as representative of an important though undefined 
class ot industries, the characteristics of which are often 
developed without farther challenge, and without examination 
as to the extent to which such industries, or such conditions, 
actually exist. The generalisation, which still seenjs to pass 
loosely current, that the law of '* increasing returns " applies 
to manufactures and the law of decreasing returns to 
extractive and agricultural industries, when translated into 
terms of cost of production, seems to derive little or no 
support from history, nor is it easy to apply it to the analysis 
of the actual phenomena of industry. It is true, of course, 
that laud is ultimately limited in quantity, but at present 
there is plenty of land to be had for any specific use, either 
by withdrawing it from other uses.' or by taking in fresh land 
not at present used for anything. And, on the other hand, 
if aoy specific manufacturing industry calls for an increase 
of labour, that labour can only be bad by being withdrawn 
or withheld from other occupations, or taken up from labour, 
power that is not at present being used at all Ae a matter of 
fact, no practical difBculty has been found in increasing to any 
required extent the area of the earth's surface applied to tlie 
production of wheat. And seeing that the men who, in an 
English manufacturing centre, construct thrashing-machines 
or other agricultural implements for use in Bussia. are just 
w truly and certainly taking their part in the agricultural 
industries of Russia as the peasants who are on the spot, 

* Ct below, pe^ S40. 
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we cannot even eay that the land of the great wheat-growing 
countries of the old and new worlds is out of the reach of the 
inhabitants of English cities ; for they are actually harvesting 
the crops. In truth, the great industry of wheat-growing 
might be taken aa affording a typical example of the economies 
of large scale production, and the abundance and cheapness 
of wheat in the world market indicates the fact. And. on 
the other hand, it is monstrous to assume it as self-evident 
that all the factors of production in a manufacturing industry 
can be increased at will. The raw material of many of them, 
as of the cotton industry, is itself an agricultural product, and 
none of them can at short notice indehuitely increase the 
factor of adequately skilled labour. 

The most general case alike in manufactures and in 
extractive industries appears to be that a large and sudden 
^ increase of output must be made at an industrial 
b«tw««D th« disadvantage, b^use the supply of one or more 
the* important factors cannot be largely increased at 
xiiumftteeffect fi moment’s notice. The increase, therefore, must 
*outputM^ be made at more than proportional sacrifice, since 
cMt of the proportions of the factors will necessarily be 
proaoction. and unless a sufficiently higher price is 

offered an increased product will not be forthcoming at all. 
On the other hand, if an increased demand continues for a long 
period, an increased flow of all the requisite factors will set 
in, and ultimately the advantages and economies of large 
production, with the factors of production duly balanced 
against each other, will be realised. Hence, whether in 
agriculture or manufactures, it seems to be a fairly general 
rule that when an increased demand causes an increased pro- 
duction that presses against the existing limits, at first cost 
of production will rise, but ultimately it will fall. There may, 
of course, be numerous and important exceptions; for there 
may be real and permanent difficulty in increasing the supply 
of certain materials ; but the cereals, and generally the great 
vegetable staples, are a singularly unfortunate example to 
allege. Here at any rate there is no theoretical difficulty, 
and has been no practical difficulty, in increasing all the 
factors of production ad libitum. 

We are now in Sr position to examine various diagrammatic 
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methods which have been employed to exhibit the relation 
between value in exchange and cost of product! on » determining 
the normal price of an article by the method of in- inttnectiog 
tersectiOD. It is usual to apeak in this connection, 
as in that of the market,' of a demand curve and tad 
a supply curve, but to distinguish between the 
cases that illustrate diminishing and those that illustrate 
increasing returns. Thus, we might take Fig. 36 to illustrute 
the case of an industry following the law of increasing returns. 
This would mean that if the quantity Ox of the commodity 



were produced ite market value would be xp per unit, and the 
coat of production of a unit would be xe. Under these con- 
ditiona there would obviously be an inducement to extend the 
industry. As Ox increased xp would, of course, fall. But so. 
by the action of whe law of increasing returns, would xc ; for 
as the output increased, economies could be introduced which 
would bring down the coat of production. There is a limit, 
however, to the decline of xc, whereas there is no limit to 
that of xp, and therefore a point of intersection must ultimately 
be reached. If the production were carried beyond this point, 
the cost of production would be greater than the price ; that 
is to say, the effect of applying the necessary combination of 

^ Fttge S04. 
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factors of production at the margin of this industry would be 
the sacrifice of (objectivelj) higher values at the mai^ of 
other industries ; and there would consequently be a tendency 
for these factors to flow from this industry to others, and so 
to contract the supply, 

We may note, once for all, that what appears to be in the 
mind of writers who use this diagram is prevailingly cost of 
production as measured in tlte standard unit (gold). But as 
the distinction between this meaBureiiient and the measuie- 
meat of tlje factors of production themselves, in their proper 
units, has seldom been kept steadily in view, there lias 
naturally been some ambiguity in this matter. 

Apart IVoin tliis, we must carefully note that the two 
curves cannot be interpreted in the same manner. The 
demand curve rcpi'esciits a group of facts or possibilities 
whicli all of tlieni exist coiiUmpomneously. It is a synopsia 
The high values near the origin represent possibilities as to 
market price, should an isolated change take place in tfie 
supply of this particular commodity, and they represent 
actualities in the shape of the (objective) value of certain 
uuits of the commodity to the persons who actually consume 
them ; w lie leas the supply curve does uot repiesent a series 
of co-existing facts. It is not true that some units are 
produced at the high cost represented by the points of the 
curve near the origin. The economies resultant ou tlie 
larger output affect the conditions of production generally, 
and if the amount produced is the cost xc (except for 
temporary uud individual reasons) will apply to one unit as 
much as to another. Scrupulous writers are also careful to 
note that the curve is often used with a Itistorical significance, 
and in that case the high values near the origin no longer 
represent even potentialities in ow of a reduced supply, for 
many of the economies whicli have been effected are permanent 
and might be applied even to a smaller supply. The supply 
curve, in such a case, represents a historic development on 
which the Industry has travelled forward, but on which it 
could not travel buk wal'd without modification. This being 
so, it would be an altogether grotesque supposition that 
during tlie whole of this historical process the demand curve 
had remained constant. Thus the two curves could hardly 
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be regarded as co-existiog on the same plane, and no satii^- 
factory interpretation can be given to their intersection. 

It is undoubtedly true, however, that in some cases 
economies can at once be effected, if the scale of production 
is increased, without awaiting the elaboration of Legithnaie 
new methoda In such cases all the possibilities . 
represented by the declining cost of production curves to 
curve may be conceived as actually co-existiug, 
qua possibilities, though not as actualities. In returns'* 
the same way au amount-of-the-supply and market-price curve 
represents a series of prices that co-exist os possibilities but 
not as actualities ; whereas a curve of marginal significances 
represents, if properly constructed, a group of co- existing 
Mtualities. With these limitations a curve (as in Fig. 36) 
may be accepted os theoretically giving a closer approx iuuiti on 
to the truth than the straight Hue of Fig. 31, iu cases where 
the whole curve of demand is given from the origin onwards, 
or in which a large part of the whole curve is under considera- 
tion. Within the limits of actual oecillation. while " otljer 
tilings remain the same,'’ a straight liue will often best 
represent the facta 

The case is far worse for the application of the method 
of intersection of supply and demand curves, as in Fig. 37, 
to instances that are supposed to illustrate the C'wi(u«io». 
"law of dimiuishlng returns,” and this unfortu- 
nately has been its favourite application. We have 
seen that it is normal for a sudden increase in the 
demand which provokes a sudden increase in the wtnna." * 
supply to meet with the chock caused by the difticulty of 
suddenly increasing certain of the faclois of pi-oduction, 
whether land, or skilled labour, or elaborate niQcliincry, oj* 
premises. Hence an up- sloping cur\'e will rcpi'eseut the 
immediate effect on cost of production of au expansion of 
the supply. We have seen, however, that these cffecU aix- 
transitory. It U only a question of time; for if time be 
given, all the factors of production will probalily be made to 
flow into this particular industry in proportions corresponding 
if not identical with, those that prevailed before ; and the 
increased scale of production will give 8C43pe to all the usual 
economies, Broadly speaking, then, the up-eloping curve of 
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supply, as contrasted with the down-sloping one, represents 
not a class of industries, but the condition that the increased 
demand is recent and has been sudden. There is not only 
a difference but a contrast between the immediate and the 
\Utimate effect of an increased demand accompanied by an 
increased supply. The obvious application, however, of the 
up -sloping curve of supply to the immtdiaie effects of an 
increased demand has. 1 think, misled students into the 
assumption, never sufficiently examined, that there is a 
large and normal class of industriea to which this form of 
curve ftrmantntly applies. 

The remark which has been made with reference to Fig. 36 
is also applicable here. The lower curve represents a succes- 
sion of facts and is not a synopsis of co-existing ones. Lower 
ordinates of the supply curve nearer the origin do not repi'csent 
any actual facts which exist contemporaneously with those 
represented by the ordinate of the point which the production 
has actually reached ; whereas the higher (objective) significance 
of the units nearer the origin, as represented by the demand 
curve, does represent facts that co-exist with the lower objective 
significance of the marginal units. 

But the same form of curve has often been used for quite 
a different purpose to which this last objection does not apply, 
but which is open to other objections still more grave. If 
we select some factor, such as land, to exclude from con- 
sideration. and then draw a curve on which we arrange 
the individual units of the product in order of the proportion 
in which they depend on this factor and not on the others, 
we shall again obtain a curve of the form presented in Fig* 
37. Thus, if land were the factor excluded from representa- 
tion in our supply curve, we should register at the origin 
that individual unit, say of wheat, which had been produced 
by the smallest output of labour and capital because it was 
raised on the most fertile land ; that is to say, the land 
employed in its production, having the highest marginal 
efficiency, would have been combined with the smallest amount 
of the other factors. 

In every industry the different units will be produced 
under very different conditions, and when they are brought 
to market the ratio in which wages, rent, transport, expenses 
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of manogemeDt, and so forth, entar into thoir costs of pro- 
duction will be difierent in each case, whether we measure 
some or all of these agents in their proper units, or measuru 
all of them in the general standard (gold). And we may 
of course arrange them if we like in the order dictated by 
the proportion in which any one selected factor or factors 
(or all the factors except one or more selected ones) have 
entered into the process of their production. Wc should 
then have a curve of the form represented in Fig. 37. Here 
the ordinate of a certain unit would not be xc because the 



total number of units produced is Ox, but that particular 
unit would be registered in that place because its ordinute 
is xc. It is as if you were to collect a number of men and 
arrange them in order of their heights. A certain man 
would not be, say, 5 ft 11 in. because he wa.^ the twentieth 
man originally brought in, but would be put into the 
twentieth place because he was 5 ft 11 in. 

The habit of treating land as something wholly exceptional 
that does not euter into production on the same footing as 
other factors has led to a frequent use of this form of diagram 
as though it represented cost of production. It will be worth 
while to dwell on this point for a moment. It is usual to 
speak of wheat which has been grown on specially fertile 
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ground as having been raised “ under favourable conditions." 
This is quite natui*al and intelligible in itself, but if we 
translate it into a statement that the cost of pro- 
wheat bas been less than that of 
cun'e to other wheat grown on less fertile ground, we at 
•iKreasiogiy ouxselves in a tangle of confusion. 

presumption that the cost has been 
um%." the man who I'aised it, for he has had to 

pay higher rent for the more fertile land. Kor 
is tlieie any reason to suppose, from the communal point of 
view, that a smaller socridce of open alternatives has been 
made for this unit of wheat than for any other. Just as 
in a broad generalisation we assume that labour 
might be withdrawn from the margin of any one 
"cotics industry and applied at the margin of other 
industries, not indeed without loss, but without 
great and conspicuous loss if the transfer were 
only small, and with a loss that diminishes without limit 
as we suppose the transfer to be smaller, so we roust also 
assume that if land were withdrawn in small quantities from 
any given use. agricultural or other, it could be applied«to 
some other use where it would be only a little less valued. 
The cost of production of any commodity, as we have seen, 
is determined by the significance of the alternatives sacrificed 
in its production, and there seems to be no kind of justification 
for excluding land, and the other purposes that it might have 
served, from the cost of production either of wheat or of 
anything else. If we ask the origin of so strange a practice 
as that of excluding land (which, moreover, we cannot separate 
from capital) from coDsideration when estimating the cost of 
production, the answer seems to be as follows : It was taken 
as an axiom that cost of production determined the value of 
the product. It was then seen that wheat raised upon land 
for which a high rent bad been paid sold for no more than 
wheat of the same quality that had been raised on inferior 
land. Hence the syllogism : Cost of production detemin®fl 
exchange value ; rent does not affect the exchange value of 
wheat ; therefore rent is not part of its cost of production.' 
The major premise was false and the conclusion absurd, but 
BO firmly was the premise established as an axiom that even 
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a reduciw ad abfurdum did not lead to its revision. The 
arg omenta such as it is, would of course applj just as much 
to labour, raw material, or capital, as to land. For some 
wheat less has been paid in wages than for other wheat of 
the same quality ; it would follow that if cost of production 
determines exchange value, wages are not part of the cost 
of production. The general truth is, as we have seen, that 
the value of the factors of production is derivative frou) the 
value of the product- The price or hire of some land is 
higher than that of other land because its products or services 
are more valued, but the same is true of all raw material 
and of all kinds and grudee of skilL Their value is derivative 
from the value of the commodity, or ultimately the experience, 
they produce. This derivative nature of the value of factors 
of production was perceived in the case of land earlier than 
in other casee ; and thinkers who were still under the impres- 
sion that in general the product derived its value from the 
value of the factors of production, and who perceived that 
this was not true in the case of land, at once set land on a 
footing of its own, with the resultont confusions which we 
have been examining. 

A certain semblance of rationality has been given to this 
arrangement of the units of wheat in the order of the decreas- 
ing ratio in which the cost of land stands to the cost of the 
other factors in their production, by dwelling on the idea that 
the most fertile land is likely to be occupied first, so tiial 
every extension of agricultural industry will be from more to 
lees suitable land ; and then the reaction of the coneideratioiis 
already dwelt on' in relation to the immediate effect of a rise 
or fall of demand has enabled writers to pass from this specific 
conc^tion of progressive recourse to inferior land in wheat- 
growing to the general conception of the neceasity of pro- 
pesaive recourse to less and less favourable conditions as any 
industry expands ; and eo ^io a rising curve has been taken, 
without adequate examination, as representative of a large and 
normal class of industries. But this whole conception is 
illusory. The conditions that are favourable or otherwise to 
any p«ticular industry are constantly changing, and an 
increasing scale of production is itself a factor in the change. 

' Pa^ 688. 
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A man may be at a positive disadvantage because he set up 
his machinery yesterday as against the man who is to set it up 
tO“day. Manitoba may offer more favourable conditions for 
growing wheat for the Loudon market than Essex does. It 
is quite as likely that the established man has to work at a 
disadvantage because he is committed to less favourable 
conditions than are now open, as it is that the man who is 
entering upon the industry is at a disadvantage because he 
finds all the most favourable sites and conditions preoccupied. 

But probably the most deeply seated of aU the predisposing 
causes which keep the up-sloping curve of cost of production 
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in favour is one that has no connection whatever 
with the theory of decreasing returns. Neither of 
the interseoting curves of Fig. 20, on page 499, has 
any connection with production, or cost of produc* 
tion, at all. Yet one of them slopes up as tlie 
other slopes down. If we place aU the holders on 


the up •sloping curve, so tliat all the “supply’* is in the hands of 
the persons whose desires it represents, it is easy to fall into 
the habit of calling it the “ supply ” curve. We have seen 
that it is no such thing. It is the demand curve of a certain 
number of the persons in the market arbitrarily grouped 
together. The supply is not I'epresented by a curve at all, but 
by a length on the abscissa. But once use crossing curves to 
illustrate the determination of the market price, and call the 
up^sloping one the “ supply ” curve, and you have at once a 
figure that you can transfbr bodily, and without knowing that 
you are doing it, to the illustration of the regulation of 
“ supply ” as determined by cost of production. Thus crossing 
curveamay come to be used indifferently to represent “ demand 
and supply ” or “ demand and cost of production," the term 
“ curve of supply " may be used indifferently in either case, 
the up-sloping curve of the one (which is merely a down* 
sloping curve of exactly the same nature as the^ther, reversed 
for convenience, and having no constitutional connection with 
“supply" whatever) may be transferred to the other; it may 
then be read as a curve of diminishing returns and increasing 
cost of production, and may create a habit of mind to which 
cases of ” increasing return " present themselves as graphically 
inconvenient phenomena which must be recognised from time 
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to time but cun geuerally be comfortably neglected. A more 
disreputable origin for a respected figure in tlie economic world 
it would be difficult to conceive ! 

It remains true, liowever, that there may be industries in 
which an increased volume of production must normally imply 
increased cost, and under the limitations insisted on , 
in the parallel case of decreasing cost of production ^ 
such industries might legitimately be illustrated Ijy 
a diagram such as that of Fig. 37. But when this ‘^lecreMt'g 
very ambiguous diagram is employed without 
examination to represent unspecified industries that obey the 
"law of decreasing returns”; when that law, as originally 
defined, has been the mere statement of a truism tliat applies 
to all industries; when the unwarrantable exclusion of rent 
from a place amongst the costs of production, and unwarranted 
assumptions and delusive analogies as to iuci’easingly uulavour- 
able conditions and as to the nature of supposed " supply ” 
curves, have presided over the construction and the interpreta- 
tion of the curve and strengthened its hold on the imagination, 
and when purely geometrical deductions from it have tlien 
been applied to important practical matters, it ie surely time 
to submit all the emergent theories to a tliorougli revision, 
baaed on a severely precise definition of the meaning to be 
assigned to the curve, and a demonstration tlmt it actually 
represents an important body of industrial fact 

We may now summarise our results. A curve representing 
the conditions of increasing or diminishing returns, if proi>erh' 
constructed, would be an attempt to register a continuous 
senes of cljanges of the nature of that represented by the 
transition in Fig. 31. page 513, from the unbreken to the 
dotted Unes parallel to the axis of A. It miglit be in the 
same sense (increasing returns) or in the opposite sense 
(diminishing returns) to what is there represented. It would 
have no connection or relation whatever to the up-slopinc 
curve on Figs. 20, etc. t b 

A final word as to the processes illustrated in Figs. 19 
etc., may be introduced. We must distinguish between the 
process by which the ordinate Oy was obtained, and the 
merely graphic presentation of the quantities which each 

* P«3e537- 
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of the consumers. A, B, C, eta, will take out of the market 
The height Oy was only obtained by a process which involved 
Return to the securing by A of the precise amount On, and by 
gecer&i Uw of B of the precise amount Oh. These amounts were 
ib« r>iaik«i. form of the curves (a), (i), etc., 

and the device of adding them together indicates that a claim 
is met or is not met, without reference to whose claim it is, 
according as its position is high or low on the relative scale. 
The shares whicli A, B. etc., have respectively taken in deter- 
mining the heal result are registered on the curves (a), (^), 
etc. ; but though the results may be registered separately, 
the process could only be conducted in combination. We 
start with the marginal signihcance of the commodity to A at 
about 3^, to B at 36^, eta, and wo learn from combining all 
the turves that if the total quantity of the commodity is Ox 
{d)t the market will tend to bring the marginal significance to 
all the coosumers to the magnitude Oy» and m proportion as 
its action is frictionless and effective will actually do so. 

lu the same way if we take any individual industry, the 
price is determined by the collective curve of demand and 
the quantity possessed. This corresponds to the ordinates 
of the points a, 0, y in the curves of Fig. 19. It may be, 
like the ordinate of 0, above, or like the ordinate of a, below 
the ideal equilibrating ordinate, but the curve itself enters, 
together with other curves, into the determination of that 
ideal ordinate ; and the amount produced, that is to say, 
the amount of the productive resources which fiows into this 
particular industry, tends to coincide with the abscissa cone* 
sponding to that ordinate. 


If the amount of the product can be increased or 
diminished by the inflow or outflow of the productive resources 
of the community in relatively fluid forms, the approach to 
the equilibrating ordinate will be rapid. If the forms in 
which the factors of production can be added or withdrawn 
are such as require a long period of time to mature or to 
wear out (deep shafts, for instance, or extensive premises and 
elaborate machinery), the movement will be slow ; but in any 
case the price will only be changed by a change in the amount 
produced. Except as it affects that, the ideal equilibrating 
ordinate can have no influence on the price. Thus, if we 
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know the course of the curve id the neighbourhood of the 
actual point reached by the supply, and know what the supply 
is, we know the price. If we wish further to know whether 
the tendency will be in the direction of expanding or con- 
tracting the supply we must know what , the cost of production 
in the existing state of the industry actually ia This cost 
of production is represented by the ideal equilibrating ordinate 
and is no other than the marginal value of other commodities, 
measured for convenience in the standard (gold) ; just as the 
equilibrating point to which A's desire for plums can be 
satisfied is determined by the place of plums on the relative 
scales of B, C, etc. If by any combinatiou of factors (and 
there will probably be a number of different combinations 
realisable under different conditions, and equivalent to each 
other as measured by the standard) a unit of the commodity 
can be produced at a cost less than its present price in the 
market, the tendency will be for the supply to increase. If 
no such combinations will produce it except at a cost which 
exceeds its present price, the tendency will be for the supply 
to contract. 

But as we advance from individual curves to the collective 
curves of great industries it coroes out more and more clearly 
that all the elemente of a cororoeicial civilisation mutually 
determine each other; that any marked change in the 
conditions disturbs the whole structure, composition, and 
significance of our units ; and that the diagraramaUc method 
can only be regarded as precise, even ideally, when it refers 
to ati industry or a portion of an industry that is too insig- 
nificant a fraction of the whole to cause serious disturbance 
in general relationa It other words, it is only in the 
neighbourhood of present ma^iia that our standard units can 
be regarded as etable. In an individual curve we may 
fruitfuUy imagijje ourselves, if due caution is exercised, as 
travelling far ; but only on the supposition that the general 
margins are mainUined. In great collective curves we must 
never think of ourselves as commanding, even coujccturally 
more than a minute portion of the tracing, in the neighbour- 
hood of the actual point of realisation. 

We have beeu engaged throughout almost the whole of 
this chapter in the discussion of theories about increasing 

2n 
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nod diminishiiig returos. and out' cooduBions have been almc^t 
entirely negative. One important point, however, remains, as to 
which we may hope for more positive results. The 
top«ocUng^ habit of isolating “ labour,” and tacitly assuming 
UimiDUbin^ sometimes that it ia. and sometimes that it is 
proportionately backed by other factors, has 
caused us a great deal of trouble, but it is not 
difficult to explain. It is the reward of labour, in the general 
sense of output of human effort, about which we are ultimately 
concerned, and all the questions about increasing and diminisli- 
ing returns derive their interest from attempts to estimate or 
to forecast the conditions under which humanity conducts oi* 
will conduct ite attempt to secure the satisfaction of its desires 
from the resources and opportunities of nature. If the law 
of diminishing returns to labour is. or will ever become, 
domiuant, these conditions will become less favourable, and 
the thought of this possibility has sometimes been a nightmare 
to the speculative thinker. I am not about to enter upon 
any investigation of the terrors that haunt many minds 
as to the ultimate limitation of the lesources of the planet. 
Though it be true at the present moment that the whole 
of the inhabitants of the globe could stand shoulder to shouldei 
on the surface of the Isle of Wight, it is of course easy to 
shew that if the increase of the population proceeded uniformly 
at a moderate rate, a state of things would come about within 
a calculable and imaginatively not a very j-emote period at 
which there would be no room for them to stand shoulder to 
shoulder on the face of the dry land and on the floor of the 
ocean. For the matter of that, it would be equally easy to 
shew that within a calculable period the atmospheric envelope 
of the planet would not contain sufficient nitrogen to renew 
the tissues of the population, if all other obstacles to their 
increase were removed ; and possibly the one speculation may 
be found as suitable food for melancholy as the other to one 
whose temperament promotes " going far to seek disquietude. 

But apart from these speculations which are too remo^ 
to cause any rational anxiety if they stood alone, there is 
a reason why a perpetual suggestion of the possibility ui 
decreasing returns to labour, as an instant possibility, should 
force itself upon our minds ineapective of any foundation that 
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it may or may not have iu reality ; and if wc can rob this 
diamal auggestion of the unfair advantage it derived from a 
wholly irrelevant group of phenomena we may perhaps liaw 
contributed in some modest degree to the gaiety of nations. 

Let ua then suppose that eome individual industry 
illustrates the law of increasing returns in the sense 
that It an incraosing volume of human effort were fwureii by 
devoted to it, land, capital, and eo forth, could be 
obtained on such terms that the marginal affective- 
ness of labour, measured by product in bulk, would 
increase. Now, taking Fig. 38 in which as usual we measure 
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on the axis of X uniu of the product, and on the axis of Y 
their marginal exchange value, we are to suppose that if we 
double, treble, or quadruple the amount of labour devoted to 
this industry we shall in each case more than proportionately 
increase the material output. The divisions of the paper tlien 
represent the selected unit of the commodity, and the numerals, 
1, 2, 3, 4. placed at increasing intervals, represent the succea- 
give additions to the product caused by the doubling, trebling 
or quadrupling of the output of effort The figure would theii 
mean that whereas a given number of men, which we teke as 
our unit, properly backed by capital and so forth, would pro- 
duce an amount of the commodity represented by 10, double 
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that number of men would produce not 20 but 25, three 
timee the number not 30 but 45, and four timee the number 
not 40 but 70. But we are dealing with the material 
product in bulk, not with its value, and as the amount of the 
product increases, its marginal significance per unit will decline, 
[f the curve takes such a form os that indicated in the figure, 
we see that doubling the number of men will give a more 
than proportional increase not only to the amount of the 
output, but also to its value, for the declining height of the 
ordinates is more than compensated by the increased length 
of the basis from 1 to 2. But when we pass from doubling 
to trebling, and from trebling to quadrupling, the original 
number of men, the still increasing proportional bulk of the 
output is now more thau compensated by its decreasing value. 
Thus, although the industry obeys the law of increasing returns 
as interpreted in the return to labour of the material product, 
the law of diminishing returns is ilhistrated in the return to 
labour as measured in command of other commodities. For 
the units on the axis of Y which represent the value of the 
product must be interpreted in terms of other commodities. 
Men will give less of them in return for a unit of the com* 
modity undea investigation, because they are now better 
supplied with it. 

But suppose they were better supplied with other things 
also. Suppose that the gradual increase of the population, 
accompanied by a suitable increase of capital and applications 
of fresh land or fresh and improved applications of land, 
enabled all the other industries to increase in volume also ; 
end suppose that all likewise obeyed the law of increasing 
returns of material product to labour. Every one, then, having 
not only more of the particular commodity we first took into 
consideration, but having in suitable proportion more of all 
other commodities as well, will give as much of these other 
commodities for a unit of the first as they did before, and 
every one, therefore, will have more of everything, including 
opportunities of leisure and every form of self-expression. 
This would be the ideal condition of a progredstTS community* 
in which every generation, partly because of progress in the 
arts,, but partly also from the mere increase of population and 
the resultant economies in every industry, would find iUelf 
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wealthier than the last, and able to Bccure the co-operation and 
alliance of nature on ever pleasanter and easier terms. But it 
would etill remain true that in each individual industry the 
position of its members would be strengthened if the other 
industries absorbed a relatively larger amount of the new 
energies and resources, and weakened if it absorbed a relatively 
larger amount itself. Every one would be aware that how- 
ever much the ordinates of his industry were being raised 
by general processes that made all other commodities moie 
abur^dant, and therefore to be had on easier terms, tliey would 
be falling in virtue of his own advaitce along his own line. 

Thus generalising from his own industry every one will 
argue that the law of decreasing returns ia already in full 
swing, that the more persons there are engaged in producing 
things, and the more abundantly they produce them, the 
poorer every one will be. 

Thus we have arrived at a more exact analysis of t)ie 
phenomenon which we have already described as the microbe 
of the disease of civilisation,* the fact, namely, that every man is 
convinced (except in exceptional periods) that his own industry 
or profesCToo is overetocked. However true it may be that an 
increase in the numbers engaged in every industry, accom- 
panied by a suitable increase in tools and appliances, would 
secure a larger general command of resources, it remains ti-ue 
that in auy industry, taken in isolation, the reverse must seem 
to be (and in a sense must really be) the truth. Hence it is 
to the interest of the existing members of every industry, 
taken severally, that every other industry should recruit its 
staff and increase ite output, while they themselves retain 
the exclusive right of ministering to the increased demauil 
for their own product thus created. They will tlien reap the 
full benefit of the raising of their own curve which the advance 
of other industries down their declining slopes secures and 
wUl themeelvee escape the obligation of raising the curves of 
oUiers by advaucing on the down-slope of theirs. But it is 
obvious that if the advance were even in all industries the 
remuneration of each factor of productivity, measured in the 
sum of things in the circle of exchange of which it represented 
the command, would increase. 

• rAge6 845«n. 
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THB DIAGRAMMATIC EXPOSITION OF THE LAW OP RENT AND 

ITS IMPLICATIONS 

Summary.— cumni exposition of iht low of rent, based 
on a diagram of " dtcreaoing returns ” to labour, for a 
constant of la^, 7nis(akes the characteristics of ibe 
constant for those of land. Hence many errors in 
nomenclature and in thought have arisen. Jt is equcdly 
easy and equally leyilhnate to represent the same facte in 
the form of a diagram %oiih labour for the constant and 
land for the variable. This will shew that both rent 
and wages are shares in the pt'oduct determiiud by 
marginal eficieney ; and that it-Aen all the factors have 
receited their slia^'t in this marginal distribution there 
is no surplus or residuum at all. 

The roots of the error coiicerniug the exceptional treat- 
ment of land» which we examined in the last chapter, go 
The (luipam deeper than the point to which we 

offent Iw have as yet traced them, and the process of 
ter^uiieli extirpation cannot be completed without an 
an<i icn* elaborate examination of the current exposition 
pucetipn.. therefore go on 

to the examination of the ordinary diagram given to 
illustrate both the supposed " law of decreasing returns 
and the “law of rent" derived from it. In Fig- 39 
increments of "labour” applied to a constant of land are 
reckoned along the axis of X, and rates of increment to the 
crop per unit increment of labour along the axis of Y. Tho 
total yield for Ox^ "labour” is Orw^x^, snd labour being 
rewarded at the rate of per unit receives the area Ou>i 
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altogether, the balance being rent. If Ox^ only had 

been applied to the same amount of land the tolu) yield 
would have been the smaller area of Or%o^^ but tlie reward 
of labour " unit would have been liigher, imrael)'. 

Bent would only be h smaller proportion of u 

Binder total. Thus decreasing returns to land per unit 
and increasing returns to ** labour ” per unit arc read as 
we recede from the margin, and decreasing leturns to 
labour '' per unit and increasing returns to land pei* unit 
as we advance from the origin. More labour bestowed on 



the same land means less land under the same labour. 
So we have these results : More labour on the same land 

or l$$$ land under Ms same labour means a larger rent per 

unit of land and a less per unit of ''labour"; 

whereas less labour on the same land or ynore land under thf 

eame labour means a lower rent per unit of land and a 
higher “ wage " per unit of “ labour." Those of the results 
just formulated which are directly illustrated in the figure 
are very familiar to all students of Political Economy, and 
familiarity has made them appear axiomatically true But 
those of them which are just as explicitly contained in the 
data, but are only indirectly illustrated by the figure, and 
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which have been italicised in the statement just made, are 
unfaitiLliar to most students of Political Economy, and may 
appear startling and perplexing, though they are absolutely 
identical with those expressed in the more familiar form and 
at once accepted as axiomatic. 

Thus every one sees that if (after a certaiu point) more 
labour is applied to the same land the return to the land 
will be higher. But every one does not see that this is 
exactlj the same as saying that after that point if more 
land is brought under the same “ labour ” the return to 
labour will be higher. 

1d our hguie rent appears as a inixtilinear area and 
“ wages as a rectilinear one ; and this has usually been 
assumed to be due to some special characteristic of laud, but 
if we work out our data under the other form of statement 
we shall hnd that these graphic forms are simply due to 
the fact that land was taken as the constant. Had we 
thought in terms of less or more land under the same 
cultivation instead of more or less cultivation bestowed upon 
the same land, we should have found " wages ” represented 
by a mixtiliikear area and rent by a rectilinear one. This 
I shall go on to shew in detail. But before proceeding 
to the demonstration it will be well to note certain special 
points. 

I have explained why certain phrases have been 
italicised abova I must uow explain why I have put 
" wages ” and labour between inverted commas It is 
because labour is taken to include capital. In short, 
"labour” means aU the factors of production except land. 
And " w^es ” means the remuneration of all these factors. 
To measure them all in one unit implies that they have all 
been reduced to a common denominator, and this must have 
been done on some such principle as that expounded in 
Book I. Chapter IX. It would be useless to attempt to 
express such a unit accurately every time we have occasion 
to speak of it, Even to call it a “ unit of lahour-and-capital- 
reduced^tO'S'Cemmon^denominator " would be too cumbrous. 
To call it a unit of labour is in the highest d^ree dangerous; 
but the danger is reduced, though not altogether avoided, by 
systematically writing " labour ” for this complex of factors, 
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aud “ wages '' for its remuneration. We must odd that the 
distinction between labour*’ in this sense and ''land” is 
artificial and arbitrary ; for all the land we ever deal witli 
embodies capital, and so does labour ’* as now defined. 

We have next to note that the figure, and the argument 
that usually accompanies it, do not really give us any theory 
of rent at all. They assume our owp law of remuneration 
in proportion to efficiency for all the other factors (tacitly 
reduced to a common denomination), and then simply tell 
us that whatever is not anything else ia rent. 

Further, we must note with extreme care that the 
number of units of “labour/* Ox^ or Ox^, applied to the 
constant of land, will be fixed by the alternatives open to 
land and “labour” respectively. “Labour” is devoted to, 
say, wheat-growing till the marginal return is only 
because it cannot find any move eligible alternative, and It 
is not devoted to it beyond that point, at a lower marginal 
significance, because it can find alternatives us eligible. 
And in like manner so much land and no more offers itself 
at a declining marginal significance to a given amount of 
wheat-growing " labour,” because it cannot find anything else 
better, but can find other things as good, to do with itself. 
So land will not come to a mao unless he offers it as good 
terms as it «n get anyway else, and men will not conje to 
land unless it offers them as good terms as they can get 
anyway else. The quantities 0*,, x^w^, y^rw,, are determined 
by the general conditione of industry and the markets ; and 
if under conditions which would justify these proportions 
an individual should choose to Uke land and work on it at 
the rate represented by 0*,, instead of earning Oiv. and 
in rent, he would find that out of his total 
crop of Ow^ he would have to pay a rent of and would 
only have Om minus the mixti linear triangle v mfv for 
himself If rent were at the late of and “wages” at 

it would be because more eligible alternatives had been 
opened to “ labour,*' or a more abundant supply of land had 
become available to it as against the conditions that 
determined y^w^ and Ow,. It should be noted incidentally 
that any such change would be sure to affect the internal 
constitution of the complex unit of what we have called 
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“ labour " ; it would not act upon interest on capital and wages 
for every different grade and character of work, for instance, 
in exactly the same proportion. 

Lastly, we may note that the figure deals with yield 
per unit of land of a given quality, as it is plied with 
mote and more ** labour.*' It takes no account of different 
grades of land, each of which would present a curve of 
different form. Neither does the figure take account of the 
different conditions that might prevail on larger and smaller 
holdings. 

With rtservations, the nature of which will presently 
appear, as to tlie general form of the curve, we may now 
proceed to the detailed demonstration promised on page 552. 
It will be well to begin from the beginning and build up 


our curves step by step. 

Suppose a man holds 50 acres of land and bestows SOOO 
hours’ personal work upon it in the course of the year, 
ConUrucUon ^7 apparatus of every kind, stock. 

of"*iTvei «f seed, manure and so forth, and also hired labour. 

An hour’s labour will in this case be a mere 
oMiboHtto symbol of an a^regate .of factors of production, of 

magnitude, expressed under a common 
th« iMariiiiAi denominator, and will mean " the totality of the 
oniilli applications and combinations which may be 
con<»uiit of supposed to accompany, or to be included in, 
the expenditure of an hour’s work on the land 
by tlie tenant.” Let us suppose that the crop is about 
equivalent to 5 quarters (or 1280 quarts) of wheat per acre, 
For convenience of subsequent operations we will take it at 
1260 quarts, and this w'ould be 630 quarts per half-acre 
Thirty “ hours ” a year will be devoted to each half-acre. 
So the crop will be at the rate of 21 quarts per “hour 
expended. We will Uke this as our starting-point. But 
it will be convenient to take a smaller unit of land than the 
acre or half-acre. Let it be the twentieth of a rood 
would be two poles), or the fortieth of a half-acre. The 
selection of the unit is determined merely with a 
diagrammatic convenience. Then our supposition will w - 
Land cultivated to the point of 60 '‘hours” to the acre 
yields the equivalent of 1260 quarts of wheat per acre, 
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which is at the rate of 21 quarts j>er hour, or 15*75 fn-r 
(two'pole) Unit of land. 

Tlie Hcalc of 

1S60 qxmrts por 60 Und'units under 60 Iioun’ cultivation 
J9 the scale of 

630 quarts per 40 land units under 30 hours’ cult ivat ion, 
and the yield is at tlie rate of 
630 -r 30 s i 1 quarts per hour, or 
630*!>40» 15'7S quarts per Und*unit. 

Here the reader must note carefully tliat tliese rates ]>cr 
unit of land and labour are not shares which fall to each of 
the factors, nor estimates of the value of their respective con- 
tributions. They simply indicate tlie ratio of the ^'ross crop 
to the laud or to the labour, taken sevexully. Yield per unit 
of land Is a familiar conception. Yiehi per unit of labour is 
equally important for our present investigation, and the reader 
must try to make himself equally familiar witli it. 

Let us now suppose that if the man only cultivated at 
the ratio of 25 ‘‘hours*’ per half'itcre hia crop would be at 
the rate of 531*40 instead of 630.^ Here note that we aie 
imagining our cultivation to be less intensive than on the 
first supposition ; that is to say, the cultivation or liibour ’* 
is spread thinner on the land. This we may think of in 
terms either of the unit of land having less labour spread <>u 
it, or of the unit of labour being spread over more land. 
Thus, if we pass from 30 “hours'* on 40 land*units to 25 
"hours" on 40 land-units, we get the same ratio (5 to 8) 
which we sliould have got had we passed from 30 on 40 
to 30on4d(5toS again); but of course the total crop on 
48 land- units under 30 “ hours"* cultivation will be greater by 
a Bfth than that on 40 land* units under 25 hours' cultivation. 

Thus if, as we have (arbitrarily) stipposed, the crop on 
40 land under 25 labour is 531*40 quarts, it follows that 
the crop on 48 land under 30 ]al)Our will be 637*68 quarts 
(six* fifths of the other); and whichever way we lueasure it 
we shall have a yield of 13*285 quarts per unit of land and 
of 21*256 quarts per unit of labour. 

^ U u of couru sdmittetl 4n(l umlcratood that siieh hiluuUiittf of 
tak«4 ii» absolaUly away from all oootact with practical b(i»in«as or practical 
pwibUitiea. It it adopted merely for sraiihic putpft$« and to Ulii»Crate tlit* 
pnneiploa inTolved in the ctirrent expoaitioin. 
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We may tabulate these results: — 

Qu*rU per QoftrU p«r 
'^hour." luid'UQit 

30 to 40 give® a yield of 21 16*75 

26 to 40 1 

ot }• „ „ 21*266 13*286 

30 to AS) 

Thus as we pass frora 25 to 30 umts of cultivation on 
40 units of land we have decreasing returns to labour, but 
iocreasing returns to land. To say that we have a decreasing 
or increasing “ total yield " would have no sense unless we 
had established some common denominator (pecuniary or 
other) under which we could express land or labour in^ 
differently, or both collectively. This lies outside our present 
inquiry; and we see that “increasing" and “decreasing" 
teturns, from our present point of view, are merely relative 
terms and may be applied to the same phenomenon simuh 
taneously acconding to whether we are speaking of land or of 
“ labour." To this important conception we will presently 
return, but meanwhile we are to follow our investigations 
along another track. 

Our hypothesis is that at 30 “labour" to 40 land we 
have a ci'op of 630 ; so that we may call this tlie return 
either to 30 “labour" or to 40 laud, on the supposition of 
the ratio of 3 to 4. Wheu we alter the ratio to 5 to 3, 
we may keep either 40 land (with 25 “labour" spread on 
it), or keep the 30 “labour" and spread it over 43 land. 
In the one case we shall have a crop of 531'40 instead of 
630, and in the other a crop of 637*68 instead of 630; 
that is to say, if we spread so much less labour on the same 
land we shall decrease the yield to th* land by 98*60 quarts, 
and if we bring so much extra land under the same “ labour ’ 
we shall increase tbe yield to the labour” by 7*68 quarts. 

We may now begin to plot out our results oa Fig< 40. 
In (a) we may assume that the half-acre (40 of our land' 
units) is constant We mark along the axis of JC tbe 
number of *' hours " per half«acre put in annually, and ou 
the axis of Y rates of yield measured in quarts, so that tbe 
crop per half-acre, for any ratio between land and labour, 
will be represented by areas in which every small square is 



CH. VI 


E£NT 


557 


a quart. In (5) we will take 30 boure ** of cultivation per 
anuum as onr constant, and will measure along the axis of 
X the units of land (twentieths of a rood) over which it is 
spread. The meaning of the units on the axis of Y will 
still be rates of yield measured in quarts, and areas will 
represent the crop per 30 "hours*” cultivation, for any ratio 
between laud and " labour.” In (a) as we advance fi^om 
25 "hours” to 30 we secure by hypothesis an addition of 
98'60 quarts per half-acre, or if we move in the opposite 
direction, from 30 to 25, a diminution of that amount. This 
may be plotted on (a) by erecting a rectangle of an altitude 
19*72 on the base line between 25 and 30. This means 
that, land remaining constant, the addition or withdrawal of 
these 5 hours per half-acre will make the difference we have 
assumed in the crop. But, as we have seen, to pass from 30 
to 25 on (a) is equivalent to passing from 40 to 48 on (b), 
since each of them means changing the ratio of 3 : 4 into 
that of 5:8; and the effect of this change is to increase 
the yield to 30 " hours” of labour by 7*68. In (b), on the 
base line between 40 and 48, we must therefore erect a 
rectangle of area 7*68 or altitude 0*96, which means that, 
"labour” remaining constant, the addition or subtraction 
of these eight land-units will make a difference of 7*68 quarts 
in the crop. 

Note that movement towards the origin in (a) corresponds 
to movement away from it in (6). 'We may either start 
with the ratio 3 : 4 and move to the left in (a) and to the 
right in (5), or we may start with the ratio 5:8 and move 
to the left in (6) and to the right in («). That is to say, 
our data imply that if we increase the number of "hours ” 
spread over the same land we shall increase the yield per 
unit of land and decrease the yield per unit of "labour,'* 
whereas if we bring more land under the same output of 
cultivating labour we shall increase the yield per unit of 
" labour ” and decrease the yield per unit of land. 

Let us now change the ratio of 3 : 4 in the contrary 
sense. Let us suppose (as an arbitrary datum) that a ratio 
of 7 : 8, that is to say, of 35 "labour” to 40 laud, or 30 
"labour” to 34*286 land, would yield a crop of 705*98 per 
half-acre. or six-sevenths of this, vk 605*13 per 30 
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crop by the addition or subtraction of these five " hours 
on 40 land- units is 75*98, and may be represented on {«) 
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altitude of 16*20; whereas the difference made by the 
addition or eubtractiou of these 5*714 land-unite under 30 
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hours” of cultivation is 24*87, and will be represented on 
(5) by a rectangle whose base is the line between S4'286 
and 40 on the abscissa, and its altitude 4*35. 

We can now tabulate and extend our results. If we 
start witli the rectangle on the left in (a) and move to the 
right, and with the corresponding rectangle on the right in 
(5) and move to the left, w'e shall have a series of increments 
to record on (a), and of decrements to record on (6). But 
the figures may be read either way. and if we read (h) towards 
the right and (a) towards the left we should have increments 
to record on (5) and decrements on (a). We shall therefore 
not mark positive or negative signs on our table; for if we 
read it down the differences in column 6 will be positive and 
those in column 7 negative, and if we read it up it will be 
the other way, and either reading is equally legitimate. 
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44*94 

2*60 

16*86 

6 : 4 

50 

24 

804 

482*40 
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Now, as the effect of increasing the labour bestowed 
upon the same land in the one case, or increasing the land 
brought under the same expenditure of cultivation in the 
other, wiU ohviouslj be continuous we may trace curves on 
the principle fully explained on page 447, which in the caw 
of (a) will correspond to the ordinary curve given to illustrate 
rent in the books, and in the case of (J) will be the com- 
plementary curve in which labour is supposed to be constant. 
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ThuB, for anj abscissa on (a) the cor respond iog ordinate 
will mark the marginal effidencj of labour per hour, at that 
point, in increasing the jield to a constant of half an 
acre of land (40 land-units) ; and for anj absciaea on (i) the 
ordinate will represent the marginal efBciency of land pet 
unit, at that point, in increasing the jield to 30 “ hours " 
of labour. 

What we have got in (a), therefore, is a portion of 
the familiar rent curve. It shows us the “ decreasing 
returns” to labour” as successive increments or doses are 
applied to the same piece of land ; and since “ labour ” is 
remunerated at the rate of its marginal efficiencj, the rect- 
angle of the ordinate multiplied hj the abscissa, that is to 
saj, the rectangle contained bj the curve, is the total amount 
that would be paid in ** w^es.'* There remains the rest 
of the crop for rent ; and if the curve were completed, 
that would be represented by the mixtilinear area above the 
rectangle. 

This last point may easily be established. The land 
would produce no crop at all unless some labour were 
expended on it. Thus, if we start with the crop for x 
" hours ” per land-constant, and successively account for, and 
register as an area, the part of the crop dependent on the 
difference between x and 1) "hours.” the part dependent 
on the difference between (x^l) and (s — 2), and eo on. 
up to the part dependent on the ^fference between I and 0. 
we shall have accounted for the whole crop. Now our curve 
is constructed precisely on these principles Over each suc- 
cessive base it bounds an area which represents, by construc- 
tion, the part of the crop for which the corresponding portion 
of the abscissa is responsible. Thus, if we had completed 
it, it would account for the whole crop. For example, at 
the ratio of 3 "labour” to 4 land, or 30 “labour” to 40 
land, we take the abscissa 30 on (a) and read 17*30 as the 
marginal significance of "labour” per hour. If this lepre- 
eented a state of equilibrium, 17*50x30*525 would be the 
amount of the crop that would fall to “ labour,” and the rest 
would measure the rent of half an acre. 

In (6) we should have a portion of a precisely analogous 
curve shewing the "decreasing returns” to land as successive 
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increments are brought under the same amount of “ labour '' ; 
and since land will also be remunerated at the rate of its 
marginal efficiency the rectangle contained by the curve is 
the total paid for rent. The rest of the crop will remain 
for wages.” The point 40 on the abscissa of (5) corre> 
spends to the point 30 in (a). Beading the ordinate for the 
abscissa we find it to be 2*625. The rent then will be 
40 X 2*625 s 105, and the rest of the crop will be tbs 
" wages ” of thirty " hours ” of labour. 

If our curves have been accurately drawn and correctlj 
read these results must coincide. And so they da For 
returning to page 554, where the total crop for 30 “hours” 
bestowed on 40 land-units is taken at 630 quarts, we find from 
(a) that wages will beat30xl7*5 = 526. and from (5) that 
rent will be at 40 x 2*625 » 105. And 525 + 105 = 630. 

Let it be clearly understood that all we have proved is 
that the same data may be diagrammatically expressed in 
two different ways ; and that these two representations, if 
correctly made, will be consistent. That our sutn comes out 
right proves nothing ; and if it came out wrong it would 
disprove nothing. The curves are to be drawn in accordance 
with the calculations, and they can be calculated more 
accurately than they can be read. They illustrate the 
calculations ; but they do not prove them to be correct 
The calculations, as legitimate inferences from the data, must 
stand or fall on their own merits. The curves simply 
illustrate the relation in which the different inferences stand 
both to each other and to current (or recently current) 
economic teaching. 

The essential and all-important point of the demonstration, 
up to this point, is that in the ordinary diagrams rent is set 
forth as a mixtilinear and “wages" as a rectangular area, 
not because there is any inherent appropriateness in these 
geometrical forms as representatives severally of the respective 
industrial factors, but simply because return to the constant, 
whatever it happens to be, will always come out as a 
mixtilinear area, and that to . the variable as a rectangular 
one, And whether a distributive share is represented as a 
mixtilinear dr a rectangular area, it is the same quantity and 
it is marginally determined. 
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This will become etill clearer if we plot the total crop 
(for each ratio of land and “ labour *’) to 40 land -units and 
to 30 ''hours” respectively, in conjunction with 
the marginal returns to " labour ” and to " land." of 
I must refer my readers to the short mathematical of the 
treatise already mentioned * for the detailed ^lUn^Jei^ 
justification of the general form of the curves “^**^‘*^j* 
which our data imply; but it is sufficiently 
obvious that the form of figure usually given 
(as in Fig. 39) is an exceedingly crude represeuta- wboi« pro. 
tion of the facts. The more careful writers always “ilj 

state that the law of diminishing returns will only m&rgiooJ 
come in “ after a certain point/' and assume that 
when we are near the origin increments of labour will 
produce more than a proportionate increase in the pjoduct. 
Further, it is clear that if I were to distribute a few hours' 
labour over many acres of land (really distributing it over 
the whole, not selecting a portion of it), I should produce 
no appreciable effect at all. The difference between giving 
so much labour and no labour would not be perceptible. If, 
on the other hand, I were already giving 300 days' work 
to a bolding of 40 acres, every extra hour of work would 
produce an appreciable result. Thus I have attempted, in 
the work referred to, to shew that our curves will pass through 
the origin, will rise for a time, and then decline- Our data 
have hitherto been assumed in accordance with this theory, 
and we may now extend them so as to carry our data for 
(a) back to the origin in one direction, and some way farther 
to the right than it has yet reached in the other- 

We will amurae, then, the following data, some of which 
have been already tabulated, the rest being now introduced 
for the first time : — * 


I of (A< LAte$ ^ DutribtUi«n. London, lSa4. 

A* 4 n4tt«r of f4ct lh« 44MUDed dtU Ibroo^out conform lo the formuli, 
crop. 2 248 A mM, iu which » (t4odi for the number of ''hours” put in wr 
4Daum per 40 lond-unxti. The correejiondiDg formulie for the pelr of curvet 
« 41 (a), 800, will qeturully be for the curve conUiniiig 
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TABLE I. — lAiiD-CowsfAOT At 4 Acre (40 Uwt«). 


1 

iUtio of 
Labour to 
Laud. 

••Hour*" of 
CuJtWatioo 
per Constant 
of lAod. 

Crop per Constant 
of lAod 

(AxMuned). 

Total Crop per 
Unit of Land 
(Derived). 

Total Crop 
per Unit 
of “Ubour” 
(Derived). 

1 :8 

6 

46*26 

1*16 

9*25 

1 : 4 

10 

152*36 

3*81 

15*24 

3t6 

Id 

262*24 

7*06 

18*82 

1 : 2 

20 

41308 

10*33 

20*65 

6:6 

26 

63140 

13*28 

21-26 

3 ; 4 

30 

630-00 

16*75 

21*00 

7:8 

36 

705*98 

17*65 

20*17 

I : 1 

40 

759*16 

18*98 

18*08 

9 :d 

46 

791*01 

19*78 

17*68 


60 

804*00 

20*10 

16*08 


66 

800*91 

20*02 

14*56 

3 : % 

60 

784*74 

19*62 

13:06 

13 : 8 

66 

758*22 

18*96 

11*66 

7:4 

70 

724*01 

16*10 

10*34 


If we take the figures in the second column as a series of 
abscissas and those in the last column as the corresponding 
ordinates^ we shall have a series of points in a curve tbo 
rectangle contaiued in which gives the total crop per half •ac is 
(40 units) at anj ratio of land to labour. And if we add 
the curve of mat^inal significance of “labour’* applied to 
a constant of 40 units of land, we shall have on our Fig* 
41 (a) one curve c (which stands for “crop”) containing 
the rectangle of the total crop per 40 units of land, and 
another curve to (which stands for “ wages ") containing the 
rectangle of the share of labour in that total. The first of 
these rectangles minus the second will obviousljr represent 
the share of land, also as a rectangle. And this last rectangle 
will be equal to the total area of curve io minus the rectangle 
it contains. If we divide it bj 40 we shall have the figure 
in the last column but one of our table. 

But the assumed data of Table I. can be presented in 
Table II. for a constant of 30 “hours” and a variable of 
land-units. We have taken our points on the abscissa of 
(a) at uniform intervals of 5 units and assumed data to match 
them. The corresponding intervals on (6), being reciprocals, 
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will not be uniform. It would, of course, heve been equally 
easy to have gone the other way about, so the regularity in 
one case and the irregularity iu the other has no theoretical 
importance. We will tabulate for 30 " hours’ ’* constant the 
data corresponding to the abscissas 60 to 15 in Table I. 


TABLE n.^FoR 30 Cosstsht. 


R«tio of 
Isboiir t« 
Lao*!. 

1 

1 L»»l. 

1 

Crop per 
CosdUst of 

(Denvod). 

Crop per Unit 
of **Uboor‘' 
iDerieci)). 

Crop per Unit 
of l^sil 
(Derived), 

3:2 

20 

302*37 

13-OS 


11 : 8 

Sl'SIS 

43666 

14*56 

20*02 

5:4 

24 

462*40 


20*10 

9 : H 

26667 

527*34 

17*56 

19*78 

1 : 1 

30 

666*37 

16*08 

16*98 

7 : e 

34966 

605*13 

20*17 

17*65 

3 : 4 

40 

630*00 

21*00 

15-75 

5 : 6 

46 

637*68 

21*26 

13*28 

1 :2 

60 

61962 

20*96 

10*33 

3:3 

80 

564*48 

18*82 

7*06 


Here again, by taking the figures in the second tow as 
abscissae and those in the last row as the corresponding 
oidinates, we shall obtain a series of points on a curve c, 
Fig. 41 (5), the rectangle in which gives the total return to 
30 hours’ ” cultivation applied to the amount of land 
marked by the abscissa ; and if we add the curve of marginal 
significance of land, we shall have in (6) a curve e (crop) 
containing the rectangle of the total crop to 30 “hours,” 
and a curve r (“ rent ”) containing the rectangle of the 
share of land in that total. The first of these rectangles 
minus the second will represent the share of *' labour,” also 
as a rectangle. And this last rectangle will be equal to the 
total area of curve r minus the rectangle it contains. If 
we divide it by 30 we shall have the figure in the last 
column but one of Table II. 

Thus the readings of (o) and (5), either in Fig. 40 or 
Fig. 41, will give absolutely identical results, if the figures 
M correctly and consistently drawn. The reader will be 
able to check this roughly by reading the curves for any two 
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corresponding points that lie between the tabulated points. 
For example, on (a) take the rate of 35 “labour” to 40 
land. This gives us 12*9 for wages per hour; and 7*3 x 35 
for the rent of 40 units of land, or about 6*4 per unit. Now 
35 to 40 is 30to 34*3. Therefore the corresponding point 
on (5) will have the abscissa 34*3. If we read the ordinates 
we find that rent is about 6*4 and the wages ll*3x34'3 
for 30 hours, or 12*9 per hour. 

We have now thoroughly established the important 
conclusion that there is no special propriety in regarding 
rent as a residual share in the product, nor is 

Kxftreiiiatioii . . , • . . 

M eenr% there any special or necessary appropriateness m 

diagrammatically as a mixtilinear 
coiieeptieo ores, in contrast to the representation of wages, 
for example, as a rectilinear area. But the 
mistaken conceptions now dissipated have led to 
wliat I cannot but regard as disastrous confusions both in 
tliought and nomenclature which may long impede the 
progress of Economics. It has been assumed, in the 6 ret 
place, that every economic quantity that presents itself 
graphically, under any treatment, in the form of a mixtilinear 
area has some specific analogy to rent. And here we may 
note that what is known as the “ Ricardian ” law of rent 
ma) be presented in this same form. Thus a diagram 
of the form in Fig. 39 (page 651) might be regarded not as 
shewing the relation between marginal • retur n -per -unit' of > 
labour > and • capi tal and ratio > of - labour > and • capital • to • land, 
but as an arrangement of the several units of labour and 
capital employed in the wheat industry, referred to the varying 
fertility of the land to which they are applied. We should 
then have the mixtilinear area representing the excess of the 
yield of the more fertile over the yield of the least fertile land 
under cultivation. The Ricardian theory of rent usually 
(though quite unnecessarily) assumes that the* least fertile 
land will bear no rent at all, and in that case the mixti- 
linear area would represent the whole rent ; otherwise it 
would represent the excess of rent over a minimum. Now, 
if you take a number of persons who possess different talents 
and arrange them in the order of the marginal value to the 
community of the exercise of their talents, you will have 
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near the origin an individual the product of whose efforts per 
annum is relatively high^ and as you go forward you will 
come to individuals the exercise of whose talents produces 
a smaller and smaller pecuniary retunt If we draw a line 
on the level of the return to the efforts of the least efFicieDt 
of the men in question, the area above it will represent the 
excess over that minimum return that accrues to the more 
able individuals ; and simply because this is a curvilinear 
figure the revenue it represents has actually been called 
" rent of ability.” 

It is clear that at this rate any excess in the value of 
one article above another that is nominally the same would be 
entitled to the name of *' rent” Thus, tf a pound of one kind 
of manure produces the same result as two pounds of another, 
and 60 forth, you might register pounds of the different manures, 
in order of their efficiency, along the axis of X and treat the 
excess of efficiency of a pound of the one over a pound of 
the other as rent of superior efficiency.” Indeed, if any 
two things could perform the same function, but one of 
them could perform more of it than the other, you might 
regard the excess of the price of one over the price of tlie 
other as a case of rent” And in very truth that is all 
that the Ricardian law of rent amounts to. If two pieces 
of land can each of them yield wheat to labour and capital, 
but one yields more wheat than the other, the value of that 
land will be proportionately higher, just as the value of 
an appU'tree that bore an average of two hundred apples 
of given quality per annum would be higher than that of 
one that only bore an average of one hundred and fifty of 
the same quality. lu fact the Ricardian law of rent is 
nothing whatever but a statement that the better article 
commands an advanced price in proportion to its betterness. 
The introduction of the hypothesis that the lowest quality 
of the article is to be had for nothing would make the whole 
price of the belter article due to its betterness.” If there 
»s uo such gratuitous supply, then only the excess of the price 
of the more expensive article In the market would be due to 
its "betterness,” and the rest to its “goodness” up to the 
point of lowest goodness in the msrket. 

Again, reverting to our former interpretation of tlie 
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figure (waiving all scruples as to the course of the curve in 
the neighbourhood of the origin)^ and bearing in mind that 
the form of the mix til inear area is determined simply by 
the fact tlmt land is constant, we shall see that by repre- 
senting any other factor as constant we shall obtain a 
representation of it as a mixtilinear area. Thus, in all the 
individual and communal curves which represent the declining 
marginal significance of successive supplies of any cooimodity, 
we may regard the ptyehe or sensitive organism as the constant, 
and the areas as psychic. If the sensitive organism, or body 
of sensitive organisms, I'emains constant, successive inciements 
of the provocative or stimulus will, after a certain point, 
produce decreasing revenues or volumes of the experience in 
question, and we shall therefore have the mixtilinear area 
representing an excess in the experience provoked by the 
earlier over those provoked by tl)e marginal incremente. 
When students perceived this they promptly dubbed that 
excess ‘'consumer's rent.” 


But mialesding as these uses of “reut” appear to me 
bo be, they constitute but a small part of the evil that we 
have to deal with. 

We have seeu that the figure constructed on the 
hypothesis of land being constant, and labour and capital 
lUntnot* variable, may equally well be regarded as an 
illustration of the Ricardian theory of rent when 
associated, as it usually is, with the hypothesis of “ no-rent 
land being under cultivation. The general attitude of miud 
with' regard to rent that results from all this may be thus 
described : — Rent is a residuum which is determined by the 


subtraction of the shares of the other factors of production, 
and what those shares are is determined by the remuneration 
they can secure on *' no-rent ’* laud — that is to say at the 
margin of cultivation. 

We may notice in passing that this treatment of rent 
as a residuum incidentally stultifies the claim of the current 
economic science to have established a “ law of rent ” at all 
For if rent is simply what is left when the other factors 
have been satisfied, we have not established a law of rent, 
but have assumed that we know how to determine the shares 
of everything except land, and then simply stated that 
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what ia not anything else is rent If we start from 
x — a + 5 + c + etc., we cannot determine a simply by tlie 
equation — h — c — etc.» unless we have indei>endently 

determined the values of 6, c, etc. Thus, what is usuiiUy 
given as a derivation of the law of rent from the law of 
decreasing efficiency of successive doses of lal>our and capital 
on the same land is really an assumption t))ut every othoi 
factor of production obeys the law of marginal efficiency 
which we have taken as our guide to the whole tlieory of 
distribution. Instead of elaborating a theory of rent the 
current exposition tacitly assumes a (correct) theory witli 
reference to everything except land, and then claims that 
no theory at all is necessary for land. But our elaborate 
examination has shewn that the diagrammatic exposition 
strictly involves the conclusion that that same law really 
applies to land just as much as to the other factors. In 
truth, then, the mixtilinear area represents rent, not because 
it is all that is Left when the other claimants have been 
satisHed, but because it represents the marginal efficiency 
of land, and would be represented by an ordinate if we had 
taken labour as the constant, just as labour is represented 
by an ordinate when we take land as the constant. 

But we are concerned at present not with the iitcon- 
siatencies already involved in regarding rent as a residuum, 
but with the further conclusions that have 
flowed from it. If rent, it is ai^ed, is a surplus 
or residuum which can be arrived at by deducting m a 
the remuneration of the other agents, as measured 
by the return to them on marginal or “no- rent*’ land, why 
should not profits be regarded as the residuum or surplus to 
be arrived at by deducting the remuneration of other agents, 
as measured by their returns in a marginal or “ ito-proflt 
business 1 And when, by these or similar processes, we 
have arrived at satiefactory “laws” which determine rent, 
proflts, and so forth, surely we can determine wages (as 
General Walker did) by making them, too, a residuum when 
the other factors have been paid offi It is clear that all 
such attempts are based on the system of equations 
— 5 — c — etc., 6 = * — a — c— etc., c * aj — o — 6 — etc., and 
so on, none of which adds anything to the original datum 
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a,**rt + 5 + c + etc., but each of which assumes that data have 
besD independently obtained, \Tith respect to all ^nts except 
that one to which it specially refers. 

Nor is this the last or the woist of it. The reader will 
have noticed that the use of " margin ” or “ marginal which 
Errors Qow examining is quite different from that 

the trawT have defined it on page 40 sy. and 

iiususaof used it throughout this work. Marginal land,’' 
the terois instance, or " mai^inal ability,” in this connec- 
4od tion. is not land or ability considered with 
’■MutgiutV reference to the volume of the supply, at the 
margin of winch it is added or subtracted, but land or 
ability of the lowest intrinsic quality which is devoted to 
the industry in question. And the marginal conditions are 
not the conditions determined throughout the industry by 
the " niai^in ” in our sense, that is to say, by the marginal 
significoDce of a<ldiDg or subtracting a small increment, but 
are certain specified conditions applying to the production 
of specified units of the product On this conception of 
margins many writers have conceived of one distributive 
category after anotlier as consisting of an actually existing 
" surplus,” mounting backwards towards the origin from the 
" margin," and constituting a great reservoir untapped by 
marginal distribution ; and bewildered and bewildering 
attempts have been made to get at the marginal (least 
efficient) man working with the marginal (least efficient or 
least abundant) capital on the marginal (least efficient) land, 
and to calculate everything backwards from this point. But 
it must now be clear to the reader that all such attempts are 
based either on the mere arrangement of units on the abscissa 
in the order of their efficiency, which neither illustrates nor 
proves anything except that the better article commands the 
better price, or else are based on a misunderstanding of the 
geometrical form necessarily assumed by the area that repre- 
sents the constant, whatever it may happen to be, in a diagram 
constructed on the principles of Fig. 39 (page 551). The 
ambiguous use of the term " margin ” has obviously added to 
the confusion. We now see once for all that the marginal 
distribution in our sense (that is to say, the distribution of 
the product amongst the claimants in proportion to the 
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significaoce of the addition or withdrawal of a email iocrement, 
at the margin determined bj the present supply )» exhausts 
the whole product The curvilinear area represents a margin 
just as much as the linear ordinate does, and may just as 
well be represented in the same geometrical form. 

In our phtaaeolc^ a unit “ at the margin of x ’* is not 
contrasted with the other units in the group, which are in 
some way superior to it All the units in the group are at 
the margin. The distinction is not between the x units of 
the group severally, but between the significance of each of a 
number of qualitatively indistinguishable units when forming 
one of a group of x and when forming one of a group of 
x^l. The one use of the term implies qualitative diCTev- 
ences, the other presupposes qualitative identity, within the 
group. In our sense of the term, therefore, all the units of 
every group are always marginal units, whatever the raargiti 
may be; and therefore, naturally, the marginal distribution 
accounts for the whole product. 

It is open to any one to examine or to dispute the ethicul 
or social claim of any factor of production to a share, in 
accordance with its marginal significance, or to argue that 
there is no industrial necessity to allow such a claim ; but it 
is not open to any one who understands the facts to argue that 
when, by a marginal distribution, every factor, reduced to the 
common term (on the principles of equivalence of marginal 
significance expounded in Book I. pages 368 19 .), has been 
satisfied, there remains any residuum or surplus whatever 
to be divided or appropriated. The vague and fervid visions 
of this unappropriat^ reserve, ruling upward as we recede from 
the marginal distribution, must be banished for ever to the 
limbo of ghostly fancies. 

Before we bid farewell to the current or recently current 
ex^itione of the law of rent, we have still to notice one 
curious and instructive point There is no connection 
wbatevw between the definition of rent given by the 
economists and the demonstrations by which they 
^ to determine its amount; for the economists 
first carefully define land as the primitive and 
inalienable properties of the soil, and explain that 
any ordinary piece of agricultural land is. to an indefinite 
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extent, not land at all, but capital ; and then proceed to 
examine the law of rent (almost invariably drawing their 
illustrations from ^ricultural land) on principles that take no 
account whatever of this distinction ; for, as far as concerns 
the “ Ricardian law, it is clear that if one man commands 
a rich alluvial soil, and another man commands soil which 
by drain^, permanent manuring, and other devices, lias 
been made equally desirable, both the one and the other, 
and both in equal degree, will pay a higher rent than they 
would pay for un manipulated moorland which it is just worth 
while for some one to cultivate. And again (to take the law 
of rent as expounded in connection with the principle of 
decreasing returns whether the land which we rent has 
been made what it is by mixing marl with the original soil, 
by drainage, or by other deliberate process, or is what it is 
by virtue of its original properties, or has become valuable 
because of the opening of a railway line or the building of 
a number of houses in the neighbourhood, in any case it will 
be cultivated more or less intensively on exactly the same 
principles. The law of rent, then, as expounded by the 
economists, has no connection with land as defined by tliem, 
but connects itself readily enough with land in the popular 
sense, which is an amalgam of economic land and economic 
capital. 

There is nothing surprising in this, for we have seen over 
and over again that it is impossible to draw the line either 
between land as a primitive gift of nature and land as 
embodying capital or the results of human effort, or betwMn 
a change in the value of a piece of land caused by something 
that has been done to it end that caused by changes that 
have taken place elsewhere. And, finally, since we know 
that land and capital are remunerated on one identical 
principle, in conformity with their marginal efficiency, we can 
see that the attempt to distinguish accurately between them 
is as unnecessary as it is hopeless. 

Indeed it may be roughly said that everything that we 
read in Economic books as to the pure theory of distribution, 
whether it refers to wages, interest, rent, or profit, is either 
false when asserted of the category under discussion, or else 
true of all the others as well. 
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SVMMABY.^RsnKn^ hitd iU ctiffin in tke practice cf dtpoeiting 
money Vfith gcldsmithc far mfc cxuiody. It was found 
that most of the money so deposited was never taken out 
again, hit vtae ttan^erred from one credit to another. 
Hence it was fouTtd safe to invest the greater part of it 
in revenue»ifielding wags, andonlg to hold a comparaiiveig 
S}nall reserve in gold. The mUeellaneous forms of 
proper tg held hg tAe 6ani repreHnt the sums that their 
citen^e hand over to each other hg cheques and so help 
to transact the business of ths country, and are in (ruth 
media exchange. The actual transfers of gold necessary 
to settle haianees, after all the obligations in the country 
have been 'i"etearsd'* as far as possible, is undertaJeen by 
the hanks without speci/U charge. But not so in ths 
case of balances between one country and another. 

International trade ie generally carried on under the 
denomination of gold (or silver), but ike BnglishTnan who 
owes money in France might buy goods in England to 
the value of his debt, export them to France, sell them 
there, and ask his correspondent to pay his debt for him. 
Thus gold trarwactions loithin (he countries would he 
substituted for cross gold transactions between them. And 
if an Englishman owes gold in France he would Jtnd an 
advantage in liquidating his debt in this way, even if he 
made no independent profit on this subsidiary transaction, 
so long as he lost less on it than it would cost to transport 
the gold. This machinery for discharging debts in goods 
when it is cheaper to do so than to pay for them in gold 

b7S 
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is simpiijied and gtneraliud by t?u use 0 / ** hilU,** and 
its action is registered by the ** rates of exchange “ prevailing 
between different efmntries. 

We measure changes of value in commodities by 
changes of price, and as dll prices are measured in gold 
and the price of gold therefore cannot vary, i^ i5 diffeuli 
to realise that gold varies in value Just in the same way 
and on the same principles as other commodities do. 
The resistance of retail prices, and other relatively fixed 
scales of payment, to change, prevents ihs ratio of ex- 
change between gold aiid certain clasees (ff commodities 
and se^'vices from adapting itself rapidly to changed 
conditions. But in principle all values are determined 
by the same considerations of quantity and place on the 
relative scale. But whereas the use of gold as a standard 


of value does not affect its place on the relative scale, ite 
use as a medium of exchange does, for it withdraws a 
portion of it from other uses and so raises its marginal 
signijicance. A minted sovereign is a piece of gold 
certified by the Government as to weight and quality. 
The certificate may he of value, and persons may be 
willing to pay for it. Hence a eovereign may be xoorth a 
little more than the gold it contains. But its cost of 
production (i.e. the expense if minting if) cannot maintain 
Us price if for any reason the certificate should fall in 
value. This only happens rarely, for short periods, and 
within narrow limits. A paper currency can orUy be 
maintained so long as the paper is direeUy or indirectly 
convertible into actual commodUies or immunities. A 
Government cannot make it circulate by saying it 
unless it puts some actual meaning and poiver into it by 
effectively reloHng i< to actual values. 


We have now closed our critical investigations direcblj 
relating to the construction and interpretation of diagrammatic 
curves and the economic problems they suggest j ^ut a 
somewhat isolated branch of inquiry, indicated by the title 
of this chapter, still demands our attentiou. It is not my 
purpose to enter in deUO upon questions of fiimnce an 
currency, but the very short examination of the subject wit 
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which we contented ourselves in Book I.* roust be suppleinentctl 
by notes on a few topics, selected partly for their fundaroental 
nature, partly for their important bearing on current discus- 
sions, and partly because, as I believe, false conceptions of a 
peculiarly insidious kind are current concerning tliem. Mucli 
will be oinltte<l that would have to appear in even an 
elementary treatment that aimed at completeness within its 
own limits. 

We have already distinguished between two functions of 
gold. It is a standard of value by which a survey of the 
terms on which all manner of alternatives are 
offered can be facilitated, or, in other words, it ?u(Id*r* 
furnishes the scale on which exchange values aie 
expressed ; it is also an actual medium of exchange, oWi^tjou* 
inasmuch as it constitutes a universally accepUble 
commodity, and is thus a convenient means of dividing into 
two st^es the operations by which we transform the tilings 
we have into the things we want; for it enables us first to 
generalise the special forms of wealth or capacity we have, 
and then specialise this generalised wealth into wliat we 
want. It is obvious at once that the former function is of 
the wider scope, for two persons directly exchauging their 
wares might do so in terms of gold without using gold ns 
an intermediary. A farmer who has hay which he will have 
to sell at the market price in order to buy turnips at the 
market price may find another farmer witli turnips to sell 
who wants hay. In this case there may be no necessity for 
the material intervention of gold at all, even though it be 
employed raenUlly as a means of enabling each of the farmers 
to realise the other alternatives that are open. Each of them 
may estimate both the hay and the turnips in gold to help 
him in deteraining their relaUve values. When they have 
both determined that they can do no better than exchange, 
the one so much hay for so many tumipe, and the other so- 
many turnips for so much hay. they have simply to make 
the exchange; and if each farmer makes out a bill of the 
same amount to the other and they then exchange receipts, 
though in form there wiU be two distinct traiieactions in 
Which each farmer assumes that the other will pay him in 

* P«gM 187.141. 
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gold, as a matter of fact this is a mere oustomarj fiction, and 
there are not two transactions but one. The turnips and 
the hay are exchanged for each other, but their values are 
expressed in terms of gold. 

Now it may well be that two men have frequent dealings 
with each other in which each receives goods from the other, 
without at the time giving him anything in exchange tor 
them, but promising to pay him gold to the amount required. 
Here the obligation to pay gold is not a mere fiction. There 
is no agreement to give anjtlung else and no obligation to 
enter into further transactions, and tlie gold promised may 
ultimately be paid. But if at the end of six months one man 
finds that forty sovereigns are due from him to liis neighbour, 
and thirty-eight sovereigns due from his neighbour to him, 
there is obviously no necessity for ])im to hand over forty 
sovereigns and to receive thirty-eight ; it will be the same if 
he pays over two and the men exchange receipts. And if 
some such approximate balancing of claims can 1^ anticipated 
with confidence there will be no occasion for each of the two 
to keep by him a stock of sovereigns in order to meet the 
claims of the other. And of course the mere fact of A owing 
fifty pounds to B may suggest to A the possibility of hitting 
upon something th^t he can sell him. And if (as may 
probably be the case) it would be inconvenient to him to find 
the ready money he may try to tempt B by offering him s 
slightly advantageous bargain. Thus he goes a little out of 
hia way to create a counter obligation against which he may 
cancel his. Thus, one way or another, instead of requiring 
between them to keep eighty or a hundred sovereigns in order 
to be able to settle with ea^ other, the two men will find it 
enm^h if each of them has five or six sovereigns ready to pay 
any balance that is likely not to be cancelled when they 
compare their mutual claims. This is a great advantage, for 
each wants to put all his available wealth into his land and 
crops. Here all the accounts ore kept in terms of gold, but 
very little of the business is transacted through gold as a 
medium. Nevertheless each transaction is in itself a pronuse 
on the one eide to deliver the goods and on the other side 
to pay gold. Now this incurring of obligations to pay gold 
which never have to be fulfilled is a phenomenon of extreme 
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importance in the industrial world, and the inacliinory I»y 
which such obligations are met without the transfer of gold 
repays careful study. 

The simplest case would be such os the one we liave 
already examined, where A has supplied B with coiniuodities 
or services and has a cbim for gold against liim, and B iu 
like manner has supplied A with other commodities and has 
a claim for gold against him. 


8 


These two claims for gold, so far as they go, will cancel 
each other, and only the balanc'e need be paid. Gold as a 
standard of value and a potential medium of exchange lias 
been associated with tlie whole tran&iction ; gold us an actual 
medium of exchange, only with a small part of it. But 
suppose A is under obligation to pay gold to B, and B is 
under obligation to pay gold not to him but to C, who iu 
his turn is under obligation to |>ay gold not to B but to A. 
Then A is to receive gold from C and jury gold to B, B is 
to leceive from A and j«iy to C. and 0 is to receive from B 
uud pay to A — 

8 


so that in tlie end the gold will be exactly where it whs at 
the begiimiBg, if the obligaUous are ecjual ; aud if tbe various 
treaeactioiis are not of the sa.ne value in gold, the final state 
will only dlCfer from the initial state by tlie niaigiu beyond 
the area of coincidcDce. Here ugaii, it is clear lliut a sum of 
gold passing from A to B. and from B to C, and from C to A 
again, is making the same supernuous journeys that it was 
ound easy to avoid in the simpler case when it jrassed from 
A to B and then back again from B to A. 

Now any one of these three, B for iustonee. might say to 
^ - I owe you money, but A owes me money. lustend of 
p ying you I wll tell A to pay you, and will uwept your 
^umnee that he has discharged my obligation to you in^lieu 
1 f“ ^ arrangement, then 
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A C 

has bean reduced to the form 

a ", * C 

and, as we have seen, these claims cancel each other; so 
that the whole of the three transactions can be cancelled, so 
far as the gold is concerned, except for the settlement of the 
balances. If A, B, and C are in easj connection with each 
other, it does not matter whether the7 live in the same bouse 
or in the same citj or in the same country. They might be 
one in New York, one in Berlin, and one in London ; or they 
might be next-door neighbours; or they might be (as they 
often are) members of the same family liquidating their 
obligations across the table. It is easy to see that the same 
principle might be successfully applied to any number of 
persons and to any network of cross obligations and com- 
binations if a system of cancelling could be establiehed that 
involves less expense and inconvenience than the keeping and 
transferring of the metal would. Now the actual transfer of 
gold may be a more serious matter between Glasgow and 
London than between two streets in Glasgow, and a more 
serious matter between Glasgow and Berlin than between 
Glasgow and London. Therefore if two persons. A, and A{, 
live within easy access of each other and are in habitual 
communication, and two other persons, and B,, are similarly 
situated with respect to each other, then suppose A^ is under 
obligation to pay gold to and B, under a similar obligation 
to pay gold to A,, we should have 



that is to say. A, and B^ are to pay, and A, and B^ are to 
receive. Then let pay Aj on behalf of abd let Bj pay 
on behalf of A, — . a. 

i I 

the result being the same, namely, that A, and B, have 
received money, and A, and B, have paid it Thus, if we 
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regard Aj aod A, as a single group, and B, and as 
another single group, the form 



maf be regarded as reducing itself to the form 


A ^0 


and only the balance between the total obligations of the A’s 
to the B'a or the B’s to the A*s will have to be settled by 
the transfer of gold. And in the same way the A, B, and C 
of a former example may be groups of persons living re- 
spectively in London, Berlin, and New York. 

This is the whole theory and principle of foreign exclianges 
and international trade, but we must further examine the 
machinery through which it is applied. Before proceeding 
with this branch of our inquiry, however, we must consider 
another closely connected but also contrasted financial scheme. 


Let us suppose that a man who has numerous transactions 
with his neighbours both buys and sells with most of them, 
though there are some from whom he buys only ^ 
and others to whom he only sells. This still is. 
or recently was, very much the cose in remote 
country districts. Such a man may, by the cancelling process 
already described, conduct a great part of his exchanges under 
the denomination of gold but without the intervention of 


gold as an actual medium. But he both receives and pays 
in gold to some extent, and htf must take care to keep by 
him enough of the gold that he receives to enable him to 
make his payments. And there are periods during which a 
considerable amount of coin is simply lying in his cash-box 
in anticipation of claims that will be made before any more 
cash has come in. Indeed, to be safe he always aims at having 
a little more than he is at all likely to want. If he could 
be sure of its safe custody he would be glad to be rid of the 
anxiety and risk of keeping this cash himself; and we are 
told that it was the lodging of sums of money with goldsmiths 
for safe custody that first gave rise to the system of banking. 
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Let US thew, that a bank is established and that it 

receives ilie greater pijrt of the stock of monej which the 
{•ojuiunuity tinils it coiiveuicut to have available for paying 
their balances in gold. The banker credits each of his 
clients with the unioout of his stock. AVhen A has to pay 
a sum in gold to instead of handing over the sovereigns 
he now gives him an onler for those sovereigns upon the 
hanker, and B. if he likes, can go to the bank and get 
thrm out. lUit if he too wants gold chiedy for paying 
halaiKi's. and if he too lodges the greater part of hia stock 
with the Uauker, it is unlikely that he will draw the sovereigns 
out at all ; he will simply hand over to the bank A's cer* 
titicute that so nmny sovereigns are now his, not A's, and the 
Kankor will transfer the amount from A's credit to B*a. 

This system could In.* carried on either in conjunction 
with tlie cancelling process Uescribe^l al»ove, or apart from it ; 
for A and B may cither give each other orders on tlieir 
bankers for the full amounts of their obligations, or may 
exchange their bills far as they go, and only settle the 
balance by an order on the linker for the transfer of credit 
from one to the other. And where the accounts of a whole 
community are thus kept by the banker, it is obvious that 
macliiuery is at once established by which many cross 
transactions may be simplified. Thus, in the instance given on 
page 579, if A has given an order on his banker to B, B may 
simply transfer the order to C without knowing that C owes 
money to A, C. in any case, may go to the bank and draw 
out the money, or he may leave it there to his own credit. 
Or if B prefers it he can draw a cheque on his bank in Cs 
favour, and at the same time pay in A*8 order, so that he 
would at once have the credit transferred to him from As 
account out of which he can meet C's claim. The more 
complicated the transactions are the greater the simplification 
that can be effected by one central recipient who has the 
whole field under bis survey. The transactions of 
community, therefore, when banking is firmly established^ 
will be to a very great extent conducted without any physi^ 
transfer of gold at all But so far we have not seen that 
the banking system effects any further economy in the amount 
of gold required to carry on the business of the community. 
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It is true that the gold need not be shiflad. If it lies at 
the bank and is now B's, whereas it was A's, the shiliiug i$ 
only in the books, not in the cellars, of tlie b<ank ; but A, 11. 
and C must severally, and ^erefore collectively, have credit 
at the bank for the full number of sovereigns that they must 
otherwise have kept at home. Indee<l in some ways the 
banking system rather tends to limit than to extetid the 
cancelling of obligations, in the strict sense, as between 
individuals Every one knows that it often conduces to 
simplicity and clearness of account -keeping actually to go 
out of the way to avoid cancelling transactions, and to 
exchange cliequee as well, when exchanging receipto; so that 
a man may have to keep a latter balance at his banker’s than 
the reserve of sovereigns that would be necessary if lie did 
business with his neighbours by cancelling accounts. Other- 
wise there would be danger of overdrawing, at any rate for a 
few days or hours. For if A owes B £40, and B owes A £38, 
and neither of them has more than three or four sovereigns, 
they can settle their accounts when they meet; but if they 
avail themselvee of the conveniences of Nuking, and without 
waiting till they meet send each other cheques, if one presents 
his cheque at the bank a few hours before the other there 
will be no credit to meet it unless balances of £40 or so 
are kept at tbe bank. Thus in some cases tlie conveniences 
of banking may be an alternative to those of cancelling, and 
may involve tbe maintaining of a larger balance of money 
in hand. But it is also possible that baukitig may be resorted 
to in conjunction with a system of private cancelling, and 
in any case it may obviously facilitate the interchange of 
obligations by which A can make his credit with B discharge 
his obligations to C, and so forth- But all tlie while it 
would appear ms yet that the gold, whether for paying of 
balances or total amounts, must exist in the hands of the 
bankers though it is not transfen^ed. The economy is in 
moving (ha gold, not (so far as we have yet seen) in the 
amount of gold that is kept. 

But now we must take another step. The banker finds 
that only a comparatively small part of the . . . 
gold With which ms clients are credited is ever 
taken out : the greater part of it is loft with him 
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and 13 siraplf transferred now to one credit and now to 
another. The consequence is that be does not find it 
necessary actually to keep all the gold which stands to the 
credit of his clients. He can transform the greater part 
of tliis wealth into revenue-yielding forms, provided he 
keeps enough cash to meet all claims that he can in reason 
expect will be made on it. For, as we have seen, if A gets 
an order for gold from C, whether he wants it immediately 
to settle B’s claims, or wishes to keep it ready for any other 
and future purposes, he will generally not draw out the 
actual sovereigns, but will simply leave the credit he has 
received in the banker's hands, or request him to transfer 
it to some one else. 

But the persons in the neighbourhood of Bank A will 
not deal exclusively with each other. They will deal to 
some extent with persons in other parts of the country ; so 
that persons dealing with Bank A may be under obligation 
to pay sums of money to the clients of Banks B, C, etc., and 
customers of these banks will be under similar obligations 
to the clients of the others, including A. All these trans- 
actions may also be carried on by means of orders to the 
bankers to transfer credits, only now the client of Bank A 
will order his banker to transfer his property not to another 
of his own clients but to a client of i^nk B. Here then 
is an actual order to transfer gold from his cellar to that 
of another banker, not from the credit of one of his clients 
to the credit of another, and it would seem that the gold 

must be shifted. But there will be a number of such 

obligations on the part of Bank A to Bank B, and a 
number of counter obligations on the part of Bank B to 
Bank A, and now, so far as the transfer of gold is concerned, 
a genuine cancelling of obligations may take place. Bonk 
A sends a number of orders for gold on Bank B, and Bank 
B meets a part of these by counter orders for gold on Bank 
A. Perhaps a balance is still due from Bank B to Bank A 

in gold, but a balance may be due to Bank B from Bank C, 

and so forth; and — since all the banks will be connected 
with each other directly or indirectly, through local branches 
of the Bank of Engird, through their agents in London, 
or otherwise, and since they will all (as we shall see) 
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ultimately have balances at the Bank of England. — partly 
by a eyatem of cancelling obligations and partly by a 
system of cheques on the Bank of England, they will 
probably arrange all their affairs without the material 
transfer of any coin whatever. 

Thus it is only a portion of his property (if he is in 
trade a small portion) that each individual will wish to 
command in the form of gold ; and of this portion, again, he 
will only desire to have a fraction, probably a small one, 
actually in his cash -box in the form of gold; the rest he 
will hold as a balance at his bankers, which he is entitled 
to realise in gold at any moment he chooses. Now of 
these balances the banks will hold the larger portion in 
the shape of revenue^yielding forma of wealth ; and of the 
portion which they desire to command in the form of gold 
the branch banks will, again, only keep a fraction in their 
tills ; the rest will be held by the great houses in 
Birmingham, Liverpool. Manchester, aod so forth ; and 
these, again, will bold only a portion of their reserves in 
gold, and the rest in the form of credit with the Bank of 
England. The Bank of England in its turn will hold the 
greater part of the property with which it is entrusted by 
the other banks, and which they may at any time claim in 
the form of gold, in the shape of revenue-yielding forme of 
property., only maintaining such a reserve in actual coin 
and bullion as it deems sufficient both to meet the claims 
that will actually be made upon it and to maintain its 
credit unshaken. 

Thue we see that enormous economies in the use of gold 
as a medium of exchange are effected. The whole metallic 
reserve held by all the banks constitutes a very 
small fiaction of the collective liability of the 
banks to pay gold on demand ; for note that ptci^rty nr* 
every depositor in every bank is entitled at any 
time to draw out the whole of his property in 
coin of the realm, or in Bank of England notee, 
which in their turn be may present at tbe Bank 
of England, demanding gold in exchange for them. 

Every one, then, is entitled to draw out the full amount of 
his balance in gold, and any otu can actually do this as long 
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as the Tuachinery is working smoothly ; but it would be 
impossible for evtrtf ont to do it, because the immensely 
greater part of tlie property does not exist in tlie form of 
sovereigns or gold at all ; it consists of all kinds of property 
and obligations, of a value equivalent, at the marginal terms 
of exchange, to the total sum which the public has the 
theoretical right to draw out in gold. It all exists, however. 
Every mun*s balance severally, and the whole amount of 
the deposits in the banks collectively, represent real property, 
and all this property is in the possession of the banks at 
every moment, U> its full amount. It is the greatest mistake 
to suppose that the whole body of banking transactions 
reduces itself to mere entries and transfers in books, and 


that if the banker had simply squandered the property 
entrusted to liim, everything would go on just the same so 
long as nobody knew it For it is just because the property 
is there, and is most of it yielding revenue, that the banker 
is able to pay his staff and support his own expenses. The 
property of the clients, represent^ by their balances at the 
bank, is real property and is doing real work ; and the 
revenues that accrue to it in virtue of that work are paying 


for all the privileges and conveniences that the clients enjoy. 
If five hundred people draw cheques on the same bank on 
the same day to the extent of £5000, and only 50 sovereigns, 
one per cent of the whole, are actually drawn out of the 
bank, nevertheless, each individual cheque has behind it a 
basis of actual property to which the diuwee has received a 
valid title. If the bank is solvent, then even if it had to 
" stop payment,'' that is to say if it were unable to meet all 
the simultaneous claims for actual coin made upon it* the 
holder of credit in it would be the holder of actual property. 
Thus the man who pays a cheque, hands to his correspondent 
a document which gives him a substantial claim j and the 
sum of these substantial claims (unlike the formal right to 
draw coin) can be met simultaneously ; for the hol<ter6 of 
the cheques and credits in the bank are entitled, in the 
last resort, to enter into acknowledged and legal possession 
of miscellaneous property that, is actually bearing revenue 
and is negotiable, like all other property, in the pubhc 
markets. So when I receive a cheque in exchange for 
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valuable possessions or services, tliougli 1 do not tliereby 
enter into possession of the commodicies and services Uiut 
I myself require, yet I do get actual property, not a mete 
pretence or symbol of property. The actual property I get 
is valued by some one else, and I can liold it until I find 
it convenient to exchange it for property that I value inywlf. 
Thus by the banking system a vast amount of niiscoDii neons 
claims and possessions other than gold are converted into 
“media of exchange*’ just as real as gold iLself; for tlivy 
mediate between the things I have and tlie things I want, 
and enable me to transform the one into the otlan without 
the necessity of a double coincidence Ix! tween my wants and 
those of my correspondent. Tlie whole mass of clicques 
whicli is exchiinged day by day is tliercfcac not uu economy 
of media of exchange" at large. It is a calling into 
partnewhip with gold, as u iiWHiium of excliange (Imt not 
as a stundurd of value), of an immense amount of other 
property. To regard the banking system of England ns 
consisting in a cunning device to make sovereigns that only 
exist as entries in a book do the work of real iwvoicignK, is 
a fundamental misconception. 

The gieat bulk of the business of the country, therefore, 
is still carried on by the intervention of media of exchange, 
but only a little of it by tlie medium of gold ; whereas almost 
the whole of it is carried on under the denomination of gold. 
Gold, therefore, has a far wider application as a standard of 
value than as a medium of exchange. But even iu this last 
capacity it is still active. Actual transfers of gold arc 
constantly made from individual to individual, from bunk 
to bank, and from city to city, The obligations of the 
bankers in Edinburgh and the bankers in Liverpool may 
not accurately balance each other, and even if the balances 
are settled by cheques on the Bunk of Englan<l the receiving 
banks may find it convenient to demand cusli and not a 
credit from the Bank of England itself. Or at any time 
and independently of other banka any given bank may desire 
io draw cash from the London (or other) agent with whom 
Its reserve is deposited. So tliere will be a pulsation and 
ebb and flow of gold not only within any given district but 
from one district to another, and the lianks undertake, as 
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part of their bustaess, to convej the actual coin from one 
part of the country to another, as may be needed. 


Thus if I live in Birmingham and owe money to a man 
in Leeds, I may send him a cheque on a Birmingham 
lohometr 44 ie and this will save me the eipense and 

th« tipeDse risk of actually sending him the gold. It may 
trtusTerof ^ Te9\x\t of the whole series of 

gold, in transactions between Birmingham and Leeds, that 
actually has to be transferred directly or 
not iDAde a indirectly from Birmingham to Leeds, or it may 

case the 

irtBkt OB iht fact that 1 have transferred a portion of my credit 
UhBir Birmingham to the credit of some one in Leeds 

ukea aggravate the situation. In the other case 

it will relieve it And this will make a difference 


to the bankers, but it will make no difference to me. The 
banker will conduct my business on the same terms whether 
this particular transaction happens to increase or to diminish his 
own expenses. It is indeed possible that if 1 am dealing with 
a distant part of the kingdom be may charge a special com- 
mission on all cheques, but this commission will be uniform 
and will not depend on whether this particular transaction 
tends to involve him in the expense of the transfer of gold 
or tends to relieve him from it The expenses of the transfer 
of gold, then, whenever it may be necessary, are a part of the 
general obligations incurred by the bank to its clients, and 
no individual dealing with other individuals through a bank 
in the United Kingdom has to consider whether this particular 
transaction is likely to involve the expense of a transfer of 
gold, for if it does he will not have to pay anything extra, and 
if it saves such a transfer he will derive no benefit fi‘om 


the fact. 

But if a London merchant is under obligation to pay 
lo foMigtt ^ ® Tdxii merchant there is no machinery 

tnde th« which be can once and for all contract himself 
out of the liabilities or privileges that ro&j be 
fer remBiBs incidental to the money being due in Paris and 
the gold being in London, when the time of eettl^ 
individBal. mwit comea And it is here that the economic 
difference between home and foreign trade clearly emerges. 
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There is ob7iou8l7 no reason why the purely economic 
forces which urge men to further the purposes of others in 
order that they may thereby further their own, should in auy 
way be limited or qualified by national boundaries. And from 
the economic point of view it therefore seems impossible to 
conceive that there should be any essential difference between 
foreign and domestic trade. Whatever differences there are 
must apparently be differences of condition or of machinery, 
not of economic principle or theory. But what are tljese 
differentiating considerations ? Some of the conditions under 
which, and obalacles in the face of which, the economic forces 


act may indeed be determined by a difference of govern meut 
or language, or both. But it is difficult to assign any general 
or dominant efficacy to them even when they coincide with 
the areas of " home and « foreign trade. Familiarity and 
confidence are essential elements for the carrying on of 
business, and this may, in a vague way. be furtliered by 
a common nationality, language, or government ; but it is 
hard to see why a merchant in Dover should necessarily Imve 
more familiarity with or confidence in a merchant in the 
Hebrides as against a merchant in Calais. English and 
Americans speak the same language, yet their dealings con- 
Btitute a branch of foreign trade. Englishmen and Welshnien 
deal with each other, and their dealings are a brancli of 
domestic trade, even if they habitually speak different 
languages. English and Irish trade is domestic, and Englislj 
and French trade foreign quite imspective of the eordialiu 
or otherwise of any sn/snis that may exist between the 
peoples, ColonUl trade is usually (and rightly, as we shall 
Bee) classed with foreign rather than home trade, though 
by the sentimental tests it should belong to the latter. Tariff 
boundaries seem to promise a more important distinction • but 
the trade between England and Denmark is foreign trade 
though there are practically no tariff barriers to overcome 
the trade between Florence and the surrounding agricul- 
tural districts U domestic although a tariff barrier is drawn 
round the city. Where, then, are we to look for any essential 
e^ces ? la It in the different systems of currency ? No • 

by any one of the countries 
g the “Latin Union'* were made legal tender in the 



f>00 


THE COMMON SENSE OF POLITICAL ECONOMY 


BX. 11 


public treasuries of all the others by a treaty of 1866, and 
were practically received as such in all private transactions. 
Moryover, even where there is no such legal or conveotioual 
equivalence of currencies, transactions are conducted under a 
common standard. The affairs between Germany and England 
aie con<bicted in terms of gold, and ihe sums of gold which 
people in London and people in Berlin have engaged to pay 
each other cun )>e cancelled directly or indirectly, ns between 
Liverp<x)l and Glasgow; the balances in either case being 
ultimately paid in gold which has to be physically transported 
from t]>e one centre to the oilier. But, us we linve seen, there 
is a real difference in the inaoliinery by Nvbicl) the cancelling 
is effected and tlie fonn in whicli the individual trader meets 
Ills sli^are in the expense of the necessary transfers ; and it is 
to tlie examinati >n of this point that we must now return. 

Let us revert to the case examined on page 579. We 
suppose that three persons. A, B, and C. are in such iclatioDS 
with each other that A owes to B, B to 0, and 
C to A. That is, B having supplied things to A, 
Ljm )ii a bill, C Muds iu a bill for the like 
Dflturv ouhe sum to B. uiul A to 0. Let A send in his bill 
^ ^ request him not to pay it, out simply to 
** acknowledge that he owes the money and will 
pay it to any one A may nominate. Let C send back As 
bill with this undertaking endorsed on it, and then let A 
write on it a statement that it is B to whom the money 
is to be paid, aud let him then forward the document with 
these two endorsements upon it to B. B has uow a claim upon 
C for the money which A owes him, and as C has a claim 
for the same amount on B, the two claims meet each other 
and there is no transfer of coin at all. A has settled his 
account with B by giving him a bill upon C ; and this is the 
type of the instruments by which international obligations 
are cancelled. We have only to suppose that A lives in 
London, B in Bombay, and C in Amsterdam to transform this 
into an actual case of settlement of international accounts 
by bills. 

We may note at this point that theoretically there are 
three exactly equivalent ways of settling such a group of 
accounts. 
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B C 


juay be resolved into - 

S 

into 


or into a 

// 

according as A -draws a bill'’ on C. B draws a bill on A, 
or C draws a bill on B. All these processes are ideiivicnl in 
.principle and in effect- Custom determines the prevailing 
practice in each important case. 

But the “double coincidence" implied in this example 
will be rw An English merchant may well export wiiolluii 
goods to New York, a New York merchant wheat to Amstoidani, 
and a Dutch merchant dairy produce to London ; but it is not 
likely tlwt It will be the same English ineixliant that soils 

the wooUen goods and buys the dairy produce. And so with 
the others. 

We shall therefore have, in the simpler case of the two 
countries, dealing with each other both ways, 



resolving itself, by the agency of a bill, into 




A 

That is to aay : the Paris merchant B, who owes jnoney to 
the Undon merchant A, wiU find another Paris merchant B 
MV merchant A. ; he wil! 

^n obSif n” of hi* 

will draw upon A„ who will pay him. ^ ’ ’ 
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An Englieh merchant has bought dairy produce from a 
Dutch merchant C^. Cj finds another Dutch merchant who 
has bought wheat from a New York merchant aud wishes 
to pay him. Cj sells his bill on Aj to C^, who forwards it in 
payment to 6,. finds another New York merchant Bj 
who owes money to an EngUsh merchant A^ for woollen goods. 
He buys the bill on A, from B,, and forwards it in payment 
to A^. who presents it to A^ and receives payment for it 
Thus Aj has paid A^ instead of Cj ; 0, has been paid by 
instead of by A, ; C, has paid 0^ instead of paying B, ; 
B 2 has been paid by B, instead of by C^; B, has paid 
instead of paying A^ ; and A. has been paid by A, instead 
of by Bj. 

The movement has been 



A,, C,, and Bj have paid, and A,, C,, and have received, as 
was due ; but the settlements have all been made without 
transfer of coin from country to country. 

The instrument of bquidation has been a bill on London ; 
but theoretically it might equally well have been A,’8 bill on 
Bj in New York, or Bj'a bill on Cj in Amsterdam. But it is 
manifestly unnecessary for more than one bill to circulate. 

Thus we see that in international or colonial trade (for we 
might just as well have had Quebec as New York in our 
example), through the instrumentality of bills payments 
within a country may be substituted for payments from one 
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couDtry to another, even when all the tranaactione are con- 
ducted and all the obligations incurred in terms of gold, and 
even if every one of the creditors requires and receives full 
payment in gold. 

But the most important and complex part of the in- 
vestigation still remains. How are balances settled ? They 
might be» and sometimes are, settled by the actual 
transfer of gold, but the expense of transferring 
gold from Berlin to London, for example, is about ^l«uce». 
i per cent. More closely, if a German has to fulfil 
an obligation to a London merchant for £1000, it 
would cost him about £1002 : 9s. if be actually sent 
the gold. Now in any given state of trade there *'*'*«‘ 
will always be German merchants who would be pre» ***”" 
pared to export, say. musical instruments or glass to London, 
if they could get a very little better price than they can 
actually command. A German merchant who would just not 
be induced to accept a certain order at £1000 might just be 
induced to accept it at £1001. If such a man, having an 
offer of £1000 for certain goods, were to say to the German who 
owes £1000 in Ixindon, "I will discharge your debt for you 
by sending goods to London which will be accepted as the 
full value of £1000. if you will give me £1 for doing so." 
it would pay the German debtor to accept the offer. The 
German manufacturer would present him with a bill against 
bia correspondent to the. full amount of £1000, he would 
despatch it to London in payment of his obligatiou, and it 
would have cost him £1001 only, instead of £1002 : 98. Thus 
the exports to England will increase, and the l)A]aace “ against " 
^rmany (that is to say, the obligations of Germany to 
England in excess of those of England to Germany) will be 
reduced. But it may be that in spite of this Germans are 
still buying more from EngUnd than England is buying from 
Germany, so that the obligations of Germany are still mount.* 
mg. and German debtors, having exhausted all the possibilities 
of finding German manufacturers who are within £l on the 
XI 000 of striking bargains in England and so creating bilU 
on her. will have to offer better terms and make use of those 
Who are, say, only within £1 :5 b. on the £1000. And this 
rocsBs may go on until there is no German manufacturer or 

20 
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exporter who will undertake to deliver any goods in London 
which will have the market value of £1000 there^ unless be 
receives a premium of £2 : 9a for doing sa When it comes to 
this, if there is still a balance to be paid, the German debtor 
will have nothing to lose by despatching the gold, and he will 
therefore do so. 

If the balance is the other way it will be the English 
debtor who may have to pay a premium on getting his debt 
discharged, and the English manufacturer of woollen or leather 
goods, or hardware, who may be induced to sell bis wares 
in Berlin at a lower price, after allowing for transport, than 
he would accept in England, because he will receive a preniiom 
for discharging a debt in Berlin. In a word, when there 
is a balance due from London to Berlin, a claim for money 
in Berlin being worth more to a London merchant than a 
claim for money in London, the export trade will be stimulated. 
And when the balance is the other way of course the reversed 
relation holda 

Sums approximating to£99:16s.and£100:5s.are known as 
the gold points between London and Berlin. Naturally the gold 
points between any other two centres are different. 
They are the points to which the premimn mwt 
rise either way in order to make the actual export 
of gold the cheapest way of settling a balance. Within the 
gold points balances are settled by exporting goods which 
would not have yielded a profit had exchange been at par. 

The gold balance will, normally, be against '' gold-pro- 
ducing countries, where gold is a staple export and obligations 
are uormally discharged in it, for these countries normally ex> 
port gold and receive other commodities in exchange ; whereas 
in other countries the balance will prevailingly be favourable, 
that is to say, they will receive their share in the increasing 
supply of gold in return for export of other commoditie& 

On the basis of these actual bills ** a fabric of drafts and 
instruments of every kind is raised, by which international 
obligations are liquidated. Thus a cheque on my Ix^ndon 
banker sent to a friend in Berlin becomes a ** biU ” on London, 
that is to say, a claim for so much gold in London ; and if 
such claims are at a premium in Berlin, it will sell for 
than the metallic value of the gold it represents. And so, too. 
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>Tith Bank of England notea^ The caee of actual coin Bcems 
anonmloue. By hypothesia gold in London is of more value to 
the Berlin merchant than gold in Berlin. Yet when, for that 
very reason, bills on London are at a premium, English 
sovereigns follow the bills and will exchange for more thau 
their metallic weight in German coin. Qwt gold they are worth 
less, but qua instruments by which obligations can be discharged 
in London they are worth more, and persons who arc intending 
to go to London and spend money there will pay more for them, 
just as willingly as for notea. If there were a large number 
of them, and their export to settle obligations in London 
became a business, a man who undertook to send them to 
England for the convenience of others, instead of desiring to 
take them across for his own convenience, would have to be 
paid. But as there are not enough to satisfy all Che wants of 
those who desire them, not as gold but as Englisli coin, they 
remain at par with the notes this purpose of which they serve 
equally well. The chief centre of the “ bill “ business in the 
larger sense is London, and " drafts" on London are drawn by 
4ill nations in settlement of their accounts. 

Expositions of the theory of foreign exchanges often dwell 
too much upon the form which the transactions take without 
counecting it sufliclently closely with the ultimate movements 
of trade which it represents. We do not 6nd in practice 
that one man goes to another, as we have supposed, and says, 

“ I will discharge your debt for £1000 in London if you will 
give me a commission of £1 for doing eo." But the man 
who owes £1000 goes into the market Co buy a bill by which 
he ^n discharge his debt, and finds he has to pay £1001 
for it This of course simply means that to indue© some one 
to create a bill for £1000 on Berlin, that is to say, to supply 
goods for which he will receive £1000, he must offer him 
a premium of £1 for doing sa A man who has a bill must 
sell It for what it can fetch, but he will not create a bill, by a 
transaction which taken alone would involve a lose, unless he 
can sell it at a profit If there is a profit of £1 to be made 
on creating a bill for £1000. any one can do it if it is worth 


ftttd will not diicbwgo gold debU to their 
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his while. And as a matter of fact bargains are struck by 
telegraph all over the world in accordance with the rate of 
exchange, which varies from day to day ; and the amount for 
which a man can negotiate a bill on such and such a centre 
is a material consideration in the terms which he can offer his 
correspondent. All this is perfectly understood, but a delusive 
simplicity can be given to the exposition by simply treating 
bills as though they were themselves commodities, and saying 
that it bills on Berlin are scarce they will rise in value like 
any other commodity, and if they ai‘e abundant wiU fall, only 
that they cannot rise or fall beyond the gold points because 
there would then be cheaper substitutes for them. The 
superficiality of this treatment need hardly be pointed out. 
The bill is not a commodity, and we must go behind the 
phenomena of the bill market to the actual commercial facts 
which it represents. 


Our treatment of the principles of banking and of 
foreign exchange has uecessarily been extremely 
t\iV imperfect, and it is not compatible with 

Kiniiiiritr of the scope and aim of this work to go into further 
detail. There is, however, oue branch of the 
or dtoikoution subject which still remains for examination, and it 
tboM^o*jIo cannot be wholly neglected. It is the question of 
ioertiM or the principles which regulate the distribution of 
the precious metals, and specifically gold, between 
its uses in the arts and in the currency.^ The 
difficulties that surround this question do not 
«oumH by tu» so much from the use of gold as currency 
as from its use as a standard of value, and with 
this we will therefore begin. There should be 
no real difficulty in understanding the funda- 
mental relation between gold and other com- 
modities. But it is extremely difficult not to 
be confused by the language in which we have to express 

I Aa 1 belieTt th*t th« line of iiiTWtigition hore pur»ii®d u oomewbot uorel. 
And M I no teebnio*! kno«l«dge of miotins or of tho gold « 

wholo of thin wetion sbooJd bo r^od *8 » untetiro w®«‘ion roUiw » 
dozniAtic «ii>«ition. My ro«oh for ginng it At a 11 i» tUot I 
tTOAtmont of tb« subject to U IheoretiokUy uiaouod (cf. p»ges SlO m h 
thoreforo it ooemod doairAble to ottempt a fresh Aulytu. 


llimlQQUOQ 

of other 
eommoditiOA 
due to the 
coofuftiOD 


reTcr«iBg of 
our toroiis* 
elogy wlies 
we Are 
epeohiDg of 

the aUDilerd 

commodity. 
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the facta. Thus high gold prices mean low price of 
gold ; for the gold prices of other things are the amounts 
of gold that must be given for them, whereas the price 
of gold is the amount of other things that must be givcu 
for it Thus, abundant gold means high prices (in gold), 
and scarce gold means low prices (in gold). Whereas abun- 
dant wheat means low prices (of wheat), and scanie wheat 
means high prices (of wheat). This is perfectly consistent ; 
but since, when we are speaking of gold, “ prices '' mean the 
prices in the commodity of which we are iliscoursing, and 
when we are speaking of other things prices mean the prices 
of the commodities of which we are discoursing, the terms 
constantly confuse and frequently betray us when we are co!i* 
sidering the theory of finance and currency. The njost 
experienced scalers of the Alpine heights of speculation in the 
currency have constantly to steady their heads in these regions 
of discourse, and the novice is almost certain to be the victim 
of aggravated verd^. The facia, however, tlmt lie behind these 
bewildering phrases are intelligible enough. We will approach 
them by forgetting gold for u ntoment and speaking of wlieat, 
If there is a good wheat harvest, a given amount of wheat 
will exchange for less of any other commodity or service, and 
any other commodity or service will exchange for more wheat 
than if the harvest is bad. High wheat prices would 
correspond to a relative abundance of wheat; that is to 
say, a value which was expressed as ten pecks of wheat 
when wheat was relatively scarce might be expressed 
as eleven pecks when it was relatively abundant. Con- 
sequently if a man had a fixed income of so many quarters 
of wheat, independently of its abundance or scarcity, he 
would find when wheat was abundant that prices had risen 
against him, and although his nominal wheat income would 
be the same, hie real income in the general command of 
commodities and services would have fallen. But if the 
man’s nominal income were increased so »i8 to make his real 
income the same, he would find that wheat being cheaper 
than before relatively to other things, that is to say, the 
sacrifice of other things involved in consuming a peck of 
wheat being smaller than before, there would be a tendency 
in his administration (imperceptible if he were rich, very 
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marked if he were poor) to coneume more wheat in pro> 
portion to other things than he had done previously. 

On the other hand, if the crop of wheat relatively to the 
number and habits of the population remained constant for 
a long series of years, and the amount of gold increased, 
people would gradually discover that all articles made of 
gold became relatively cheaper, whether measured in wheat 
prices or in the equivalents of other services and commodities ; 
and men who had hesitated to pay the extra price for the 
use of gold in dentistry, or publishers who had refrained 
from attractive touches of gold in the make-up of their 
cheap issues, would find that it was now worth their while 
to incur the lessened expense. Thus, if a man were con- 
sidering whether he would order a set of artificial teeth, 
containing a certain amount of gold in the plate, he would 
find that whereas the extra cost would formerly have been 


a quarter of wheat, now that gold is cheaper it will be less 
by a few pecks. He may think this lower (wheat) price 
worth giving for the additional advantage, in durability and 
comfort, of having the gold in bis plate, whereas at the 
former price he would not have ordered it Gold being 
cheaper it can be had at less sacrifice of other things. 

Now these consequences of an increased crop of wheat 
or an increased output of gold will remain exactly the same 
if gold, instead of wheat, is the standard. If gold becomes 
relatively more abundant, gold prices rise, and the man 
whose real income remains the same (his nominal income 
being raised, as in the case of the wheat standard) finds 
gold articles relatively cheaper because all other things are 
dearer in gold prices, so that the amount of other things he 
would be able to get instead of the gold in his plate is now 
smaller than it was, and the sacrifice of other things now 
involved in securing the plate being therefore smaller, he 
may be willing to incur it If, on the other hand, tlie 
relative supply of gold remains constant for a series of years 
and wheat becomes more plentiful, there will be a tendency 
to substitute the consumption of wheat for that of certain 
possible alternatives. Thus the relative value of 
of gold in relation to other things, and the extent to which 
they are used by individual consumers, depend on the 
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relative abundance of wheat or of gold, and are entirely 
independent of the standard in which values are measured, 
though the position of a man with a fixed income is 
naturally dependent on the article in which that income 
is fixed. 

If our general thesis is correct that the economic forces 
tend to secure remuneration to every man and prices to all 
articles in accord with the marginal significance 
of the services they render, then there would by 

always be a tendency for nominal wages in wheat traditionally 
to increuse if wheat became more abundant and Aijy 
for nominal wages in gold to increase if gold 
became more abundant ; but this tendency may 
have serious obstructions to overcome. Confining ourselves 
to the case of the gold standard and tlie gold prices with 
which we are familiar, it is obvious that even* if a man has 
not a fixed salaiy* expressed in terms of gold, there may be 
a traditional price of his services which will offer a certain 
opposition to change. It would not be easy for a man to 
change his terms from 7s. fid. to 7a fid. an hour for some 
kind of instruction, or from 4 b. or 10a a thousand words 
for tianslation to the same sum for 1010 words, if the 
ratio in which gold exchanges for wheat and other 
commodities had changed. This inertia, or friction, affects 
all kinds of bargains, the terms of which ought, on the 
general principles of exchange, to fluctuate not only with 
the supply of the commodity or capacity concerned and its 
place on the communal scale, but also with the change in 
the significance of the unit in which it is expressed ; and 
schemes of a complex standard of value that would 
automatically preserve the ratio between established prices 
and their purchosing power have been designed; but they 
have never conie into use; and therefore any mail may 
find himself prejudiced or advantaged by a contract or 
convention that only yields to the changing facts under 
severe presaure ; and he may therefore be giving either more 
or less than the value of what he gets, because the terms 
of his bargain have ceased to correspond with the facts. 
There is a specially marked tendency to reUin certein 
retail prices at a fixed nominal level, and the fact that tltis 
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can contiuue— tliac the pric« of a liat. for ioBtaoce, or the 
admissioD to aa exhibition remaining fixed through great 
fiuctiiations in the purchasing power of gold — shews how 
much friction counts for, and how much the action of the 
general economic trends is iropeded when it has to force 
itself through the narrower channels of the commercial 
system. 

But when the amplest allowance has been made for all 
this friction the general proposition remains true that whether 
Tiie iw or or gold >vere the standard an increased crop 

eoui tt9 1 of wheat would at once raise wheat prices and 
txcbaiissi encourage the consumption of wheat* whereas an 
)ck« id lue as increased supply of gold would raise gold prices 
voioa, eou- ^nd enco Ullage the use of gold. We have, therefore, 
atitud* aa iq )(^p jn mind that, under a gold standard, high 
(or It. aad prices correspond to cheap gold and low prices to 

principle and in the long- 
mariinai run this difference of ezpiessioo is the only diffeience 
aipificaiwa. ^hich the Selection of gold as the standard of value 
really makes, except in to far as the n$e of gold <u a standard 
of value involves its use as a fiudium of exchange. This use 
as a medium of exchange constitutes an extra use for gold, 
and con8e<|uently raises its value, just as every additional use 
for any other commodity would, and does. Every individual 
finds it convenient to hold a portion of his property in the 
form of gold (or the subsidiary currencies, into the relation 
of which with gold we need not enter), and therefore a certain 
a Amount of gold is withdrawn from other uses, and its marginal 
significance in these other uses risea How much does each 
individual thus set aside ? If be is living from week to week 
or from year to year upon his current earnings, he will 
practically desire to have the whole of his income immediately 
available in this form, for he never has enough property for a 
long enough time to enable him to invest it in revenue-yielding 
ways. But if he is engaged in any kind of trade or any 
occupation which involves tbe acquisitaon and maintenance 
of capital, or if he is spending leas than his income, or if his 
earnings are considerable and his expenditure is irregular over 
long periods, there will be a perpetual question in his mind 
how much of his property to keep immediately realisable in 
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gold and how much to employ remuneratively. He will not, 
indeed, in any case keep any large stock of actual coin about 
him, but he will keep a certain amount of his property as a 
h actuating balance at bis banker's, aud all of this is available 
at any moment in the form of gold. This balance he will not 
make larger than necessary, for (Delecting the details of the 
arrangement with his banker) it will be practically lying 
idle." The adjustment, then, of the portion of his income 
which he keeps available in coin to the rest of his income 
will be determined on exactly the same principles as all 
other distributions. A very small balance might be incon- 
venient, a somewhat larger balance less inconvenient, and the 
marina 1 inconvenience of this larger balance might not be 
sufficient to compensate the advantages of investment. When 
we come to the bankers we aie in face of exactly the same 
problem. They must be prepared to meet all claims for coin. 
This they will do by keeping actual coin in their tills and by 
keepiug a balance, that is to say, a claim for gold which will 
ultimately lie for the most part against the Bank of Euglatid. 
They do not wish this balance to be more than enough to 
keep them safe, for it is from the revenues derived from the 
rest of the property which they hold in trust that they derive 
their own incomes. And tlie same is true of the Bank of 
England itself. 

But we have still not quite come to the question of the 
currency. We have been speaking chiefly of gold rather than 
of soveieigns. and the great reserve in the Bauk of 
England is, as a mutter of fact, largely in bullion, • 

not in sovereigns. What determines the amount 
of gold which is actually coined ? The answer to ‘J«* 
this question is at bottom quite simple. The 
process of converting bullion into sovereigns or ■ 
sovereigns into bullion is supposed to cost about l^d. an ounce 
either way, and if any competent firm were allowed to under. 
Uke the minting of sovereigns, aud were to do it at that price, 
it is clear that the value of an ounce of gold in sovereigns 
could not remain greaUr or lees than that of an ounce of gold 
in bullion by more than 1^. an ounce (which ia, about 016 
per cent), for the one could be converted into the otiier at 
that price. For the purpose of actual currency the gold must 
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b€ in the form of sovereigns, for that is the certificate (of the 
Government in the actual fact, of the issuing firm in the case 
we are supposing) of the quality and quantity of the gold, 
and such a certificate would be required by all persons, not 
experts, aa a guarautee that they were really receiving the 
gold. Now it might be worth any one’s while to pay some- 
thing for this convenience ; that is to say, he might be willing 
to receive a little less gold in a form in which it would be 
accepted and could be exchanged by any one, rather than a 
little more in a form in which it could only be accepted by 
or exchanged with experts. The ordinary man, indeed, desires 
to have no gold except in this form and incidentally in hie 
bookbinding, jewellery, and so forth. But the goldsmith, the 
bookbinder, the dentist, and others who put gold into their 
business in the most literal sense, desire gold both in coin and 
otherwise, and they will not take a smaller quantity in 
sovereigns in preference to a larger quantity in bullion unless 
they derive some corresponding convenience from it. And 
this they will only find to be the case to a limited extent. 
Thus, with the goldsmith in particular, the balance which we 
have seen other men strike between the amount of property 
which they keep in their business and the amount which they 
keep at the banker's will resolve itself to a great extent in his 
case into a distribution between the amount which he keeps 
in bullion or manufactured articles and the amount he keeps 
in coin or as a balance with his banker. Now, seeing that it 
costs the equivalent of I^d. an ounce to convert bullion into 
sovereigns, one might naturally expect under the conditions 
we have supposed that sovereigns would be worth more than 
bullion at tlie rate of an ounce, for why should any one 
be at the expense of making them to such an extent os to 
bring their marginal significance below that point ? Whereas 
until it has reached that point there will be a profit in coin- 
ing; so it will not rest anywhere above it. But we have seen 
that there is always a risk of the price of manufactured 
articles being less than their cost of production, and it is 
therefore conceivable, in the abstract, that such changes should 
take place in the demand for sovereigns and the demand for 
bullion as to reduce the marginal value of sovereigns below 
the point which alone would have justified their manufacture. 
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But neither could the departure in this sense be more than 
1^. an ounce, for if bullion rose above that point it would 
become profitable to melt sovereigns Now the gold contained 
in sovereigns is at the rate of an ounce to £3 : 17 : lOJ. It 
follows, therefore, that the price of gold, if any one were at 
liberty to mint it, could never, except for a short time and 
under quite exceptional circumstances, sink below £3:17:9 
an ounce, or rise above £3 r 18s. 

Now this state of things, which we should expect if coiniug 
were an ordinary industry, corresponds exactly to the actual 
facts. In explaining this we will con6ne ourselves 
to the conditions established by law in England 

T7 1. . * , . ® Ibe v(u«« «f 

iLveiy man bas a right to take properly assayed coiuwiABii 

and certified gold to the Mint and have it coined 

into sovereigns gratuitously, at the rate of The Royal 

£3:17:10^ the ounce. Any valuable alloy there 

may be in it belongs to the Mint, but per contra RugUiai. 

the Mint makes no charge for the alloy in the sovereigns. 

But though the Mint is compelled by law to coin and 
return the gold handed in to it, yet it is not bound to give 
it back at once. It is to treat all customers without favour 
in the order of application ; and since there are always ordeis 
on hand from the Bank of England that it viowld take months 
to execute, any one who should apply to have his gold coined 
would be likely to have to wait, say, six months for his turn. 
If you reckon interest at four per cent the delay would be 
equivalent to a payment at the rate of about Is. 7d. an ounce 
for miataga The consequence is that no one ever does take 
his gold to the Mint. There is, however, another legal pro- 
vision by which the Bank of England is bound to buy all 
the gold that is offered to it at the rate of £3:17:9 per 
ounce. This is only 1^ on the ounce, or a little above a 
third of a penny on £1. Any one, therefore, who wislies to 
have his gold coined can legally command better terms from 
the Bank of England than he can from the Royal Mint- Tlie 
Bank of England is not bound to pay in sovereigns ; it may 
pay in its own notea But the cosh department of the Bank 
or England is compelled to give gold for the notes of the issue 
epartmenl, on demand, and consequently any one who likes 
may take his gold to the issue department and receive notes 
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for it at the rate of £3 r 17* 9 per ounce, and may then go 
round tlie corner to the other department and receive the gold. 
If he does this it will not hurt the Bank of England, for the 
Bank of England does not pay for having its gold minted; 
nor will it be embarrassed by an excess of gold in its cellars, 
for the gold will be drawn out in sovereigns as rapidly as it 
is put into the cellars in bullion, and the Bank oiay have its 
gold coined as fast as it pleases by the Mint. The Bank of 
England, therefore, will be the gainer by 1^. for every ounce 
of gold that is thus given it The country, indeed, will be 
the loser by the expense of coining, for which it, not the Bank 
of England, pays. Whether by a coincidence or not, it 
happens that this l^d. that the Bank of England may take 
off the value of the gold in the sovereigns it returns, coincides 
with the best estimates of the cost of minting, so that while 
the country loses and the Bank of England gains 1^. on 
every ounce of gold that is mioted, the net result to the man 
who sells the gold is exactly the same as if he had paid ibr 
the minting. There is, therefore, exactly the same check on 
reckless turning of gold into sovereigns that there would have 
been under the conditions we imagined of a country in which 
any firm might mint gold into coin, the cost of doing so 
being l<^d. an ounce. 

As a rule, however, the persons selling gold to the Bank 
of England will not at once cash the notes. Bank-notes are 
legal tender, and it will be convenient to the man who 
has disposed of a large amount of gold (if he does not wish 
to open a credit with the Bank of England ’) to take away 
the legal tender that he desires in the form of bank-notes 
rather than in the actual sovoreigna The Bank is compelled 
to hold actual gold against every one of its notes that is ui 
circulation beyond the eleven millions guaranteed by the 
nation. Consequently, the Bank will hold the gold that is 
brought in. against the notes that it issues, and if the country 
already has as many notes in circulation as suits the con- 
venience of the public a large fresh issue will determine, 
not immediately but in a short time, the preeeotation of a 
correapondm^ number of notes at the cash department, m 
which case the effect will be the same as if the sovereigns 
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had been taken out directly. If the number of notes issued 
is not 8Ucb as materially to swell the body of notes in circula- 
tion, no peiceptible effect will take place, but in any case the 
Bank cannot be inconvenienced. It gains its l^d. nn ounce 
and loses nothing. 

Our investigations so far would lead us to expect that the 
market price of gold bullion in the open market would be 
£3:17:9, and this may in truth be regarded as the nonual 
state of things, but there are occasions on which the price 
rises not only to the metallic par of £3:17: 10 but even 
to £3 r 188. We saw but now' that such a state of things 
is not inconceivable, but the examination of the conditions 
under which it may arise will lead us to the most difflcull 
part of OUT subject. 

We have seen that the Bank of England holds a great 
part of the gold reserve of the world, and occasions arise on 


which the bankers of some one or more countries ctuiei that 
may wish to withdraw a large amount of the gold 
which sunda to their credit. There may be danger 
that when called upon thus actually to pay an 
abnormal proportion of the claims for gold which some ol 
its clients are in a position to make, the Bank may feel that 
the remaining reserve threatens to be reduced to an alarmingly 
low proportion of the total claim which it is still nominally 
liable to have to meet. It must, therefore, " protect its 
reserves.” that is to say, prevent their being further depleted. 
Now what is reaDy wanted is some means of inducing people 
not to draw gold, but to settle theiv affairs by transfers of 
credit ; and a very small charge on actually cashing cheques 
in gold instead of paying them in to the accounts of the 
drawers, or on withdrawing gold from an account instead of 
transferring the credit, would suffice to accomplish this. But 
it is impossible to make such a charge. The value of a cheque 
or of a bank credit is due to the fact that though you are 
not likely to cash it you always can. And to place any 
obstacle in the way of cashing it would amount to a qualified 
‘‘ stoppage of payment," and it is of the essence of the security 
and credit of the Bank that it should be prepared at any 
moment and to any extent to meet its nominal obligations 
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to pa7 gold. The difficulty, then, has to be met by circuitous 
and wasteful processes. In the first place the Bank of 
England does a great business in discounting bills. We 
have hitherto ^ spoken of bills as though they were claims 
for the instant payment of money at such and such a place, 
aud so they may be ; but many of them are claims for money, 
not now, but six months hence; and a merchant who hol^ 
such a bill, that is to say, who has supplied goods to a 
customer, whether at home or abroad, for money that will 
not be due for three or six months, may want to have the 
money either in cash or, more probably, in credit with bis 
banker, at once. If the Bank accepts his bill, that is to say, 
the promise of his correspondent for money three or six 
months hence, and gives him present cash or credit in 
exchange for it, it will, of course, make a chai^ correapond- 
ing to the interest on the money which it lends, so that when 
the bill becomes due it will not only repay the loan but pay 
interest on it also. This charge is discount. Now the Bank 
of England cannot prevent its clients who actually have credit 
from withdrawing as much gold as they choose, but it can 
discourage the formation of credits by raising the terms on 
which it discounts bills. It can, therefore, to a great extent 
regulate the proportion between its leservee and its liabilities 
by refusing to enter into fresh liabilities and so contracting its 
business. It thus limits the potential calls for gold, and 
thereby restricts the actual calls which stand in a definite 
relation to them. This is a wasteful and indirect process, 
aud it affects the terms on which loans are made all over the 
country, often to the extreme embarrassment of business ; but 
no more direct or economical device has yet been bit upon. 

But the Bank has another means of protecting its reserves, 
— the very curious one of bidding for gold in the open 
market and offering more sovereigns for it than would make 
its own weight if melted. This may seem at fifst sight a 
strange way of increasing its reserves, for it is offering tsiote 
than an ounce of gold in payment for an ounce; but the 
Bank will pay for the gold either in bank-notes or in 
acknowledgments, that is to say, in credit, and it calculates 
that the credit of the importer of gold will not actually be 
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drawn out in sovereigns to any greater extent than the credit 
of its other clients will, and» therefore, by buying gold for 
notes or credit it will increase its reserves in larger proportion 
than its business. Thus, by buying gold and at the same 
time raising discount it protects ita reserves from depletion, 
partly by contracting its general business and so reducing the 
claims on its reserve, and partly by increasing its dealings 
with a particular set of clients who will actually bring gold 
into its cellars, to the full amount of their accounts, and will 
only draw the ordinary proportion of them out again in gold. 
These are the conditions under which the value of bullion in 
the market per ounce rises above the value of sovereigns per 
ounce. But except for a very short time and in very excep- 
tional circu instances this excess cannot exceed l^d. an ounce, 
for if the Bank of England bought gold at a higher rate than 
this its clients would proceed to draw out sovereigns simply 
for the purpose of melting them down, and bringing them 
back again to sell at a profit as bullion. 

But we have not even yet answered the question what 
determines the amount of gold that is actually minted into 
sovereigns The whole reserve of the Bank of 
Eogland need not be, and ia not, coin ; and the ''.llV.MhV 
means the Bank takes to protect its reserves bas*'*'^»''< 
no immediate connection with the amount of gold 
that is minted. What then determines this amount ? The 
answer is simple. The private individual, who deals in gold 
little and indirectly except as coin, places an amount of his 
property determined by considerations already explained * with 
his banker. It ie registered in terms not of bullion but of 
sovereigns, and he can draw out absolutely as much of it as 
he chooses in the form of sovereigns. Provided he has a 
balance at the banker's, or a claim on any one else’s balance, it 
costs him absolutely nothing to get it in the form of coin. 
Hence the celebrated declaration of a Member of Parliament; 
“We all of UB have as much money as we want." So the 
deposi^rs in the banka can. and do. take out as many 
sovereigns as it suits their convenience to have, and the Bank 
of England has to see to it that enough sovereigns are minted 
to meet the demands. The answer to the question, “ What 

* P4SW 600 tq. 
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determines the number of sovereigns coined ? " ie therefore; 
" the estimate formed by the Bank of England of the number 
of sovereigns that the depositors in the banks collectively 
want to have/' As it costs the Bank of England nothing to 
have the sovereigns coined, and as it always has plenty of 
gold, there is no reason why any one should be stinted. The 
country, therefore, bears the expense of providing all the 
depositors with as much coin as they call for. 

But tlie importers of gold are in a different position. 
They cannot generally exchange their gold for sovereigns at 
weight par. They may liave to pay 16 per cent premium. 
Thus there is generally a check, not indeed to the minting of 
gold, but to the flow of gold into the cellars of the Bank of 
England, where it lies ready to be coined. But the Bank may 
reduce or remove this check or substitute a stimulus for it 
within certain limits, whenever it conduces to its credit to do 
so. On the other hand, there should be a normal check to the 
flow of gold out of the currency into the form of bullion again, 
and so to a cerUin extent there is If it were not for a 
certain abuse, to be explained presently, all persons who 
re(j.uired gold for their business would have a alight advantage 
in buying it direct from the importers rather than drawing 
it out of the currency. For it would seem that if the market 
price of gold is £3:17:9 an ounce, a man would be able 
to get more gold by *16 per cent in return for his cheque if 
he paid it to an importer than he would get from his banker 
by drawing out the sovereigns and melting them. And there 
would be the additional expense of the melting. If we put 
that at lid. he would lose *32 per cent by drawing his gold 
out of the currency instead of out of the market. And if the 
market price rose for any reason, though this advanUge would 
be diminished, it would still always be on the side of buying 
gold in the market It is true that most perrons whose 
business requires them to deal in gold will tell you that they 
are not conscious of being influenced by this consideration, 
and that whether they buy gold from a merchant or take it 
out of the currency is determined by considerations of con- 
venience quite independent of this premium, even suppowng 
that the market price of gold perceptibly affects^ trsnsactioM 
of the scale on which they conduct them. But in the nature 
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ol' things this cannot be universally true. A market price 
is after all a market price, and means that gold or sovereigns 
SIC actually at a commercial premium, that is to say, that a 
preference for one or the other is actually felt by some one, 
presumably by the large dealers iu bullion. 

But this difterence between the market price of gold and 
the gold weight of the sovereigns in which that price is paid, 
is crossed in the case of the working jewellers by 
a practice which we must now e.xamine. Those th«*c*uTOncy 
of them who deal with branches of the Bank of 
England are in the hubit of requesting their bankers to select 
the heaviest sovereigns and put them aside to meet the 
cheques that they draw in their own favour, for purposes of 
melting.' Now the standard weight of a sovereign in England 
is 12^*27447 graina But a remedy'* is allowed to tlie 
mint-tnuster ; that ia to aay. an allowance for the imperfection 
of workiuaoship ; so that if a sovereign does uot weigh more 
thau 123*474 or leee than 123'074 it may be issued by the 
Mint ; and it is legal tender, and may be issued by the Bunk 
of England against its own notes and cheques, until it has 
sunk by abrasion to 122*50047. Between the heaviest and 
the lightest sovereigns paid out by the Bank of England and 
its branches there may therefore be a diflerence of *97353 
grains, which is about *79 per cent But presumably the 
Mint keeps very well within the allowed “ remedy," and we 
may suppose that there are few sovereigns in the currency 
much above tlie standard weight, whereas the soveieigns issued 
against a cheque in the ordinary way would, on an average, be 
far above the lower limit. We shall therefore perhaps not 
be far wrong if we say that the average weight of the selected 
sovereigns exceeds the average weight of the unselected 
sovereigns by something less than 387 gr. or*315 per cent, 
which would be very close to the full amount of 3d. on the 
ounce, which marks the inaximuju theoretical advantage on 
buying in the market as against melting the curi'ency. The 
subject is one as to which it would be a matter of some 
delicacy to make cloee inquiry, and I do not profess to have 

» The prevUaiit id«« tb«t prittU nMltiAg U illegal ia without fouiKiatioB. 
It B UlegU to daCaca or idUotioMllj abrade (awtat) aovaraina Any ona ii»oy 
man tham, © / v 
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aoy accurate information. The practice, ae far as it goes, is 
obviously an abuse, and together with the fact that the Mint 
(and therefore indirectly the Bank of England) throws in the 
e.'cceas of the alloy in the sovereigns which it issues above 
that in the gold it receives, it establishee a permanent leakage 
in the currency for which there is no theoretical necessity, 
and which constitutes a loss to the natioa’ The activity of 
the Mint must be sufficient to keep the public stocked with 
all the sovereigns it wants in spite of this leakage ; and the 
Bank of England must maintain its reserves against it. 

We have concluded our positive examination of the 
selected points of financial science ; but one theory 
quantity must Still be examined, for it seems to be not only 
uQsound in itself but a fruitful source of confusion 


throughout the whole range of monetary science. 

A treatise on currency frequently expounds what is known 
as the " quantity law." as regulating the value of the currency. 
The supposed law may be stated as follows : The exchange 
medium of every country (coined gold in the case of England) 
has to carry on the business of the country, and this busioess 
consists in the whole volume of exchanges conducted day by 
day or year by year. Seeing then that the whole body of 
tlie currency, consisting of so many pieces, bas to conduct the 
volume of exchange, each passage of a coin from hand to hand 
will hove to conduct a certain fraction of it, and this fraction 
will be determined by a division sum ; the dividend being 
the volume of exchanges, and the divisor being the number 
of coins employed multiplied by the average number of times 
that each coin changes hands during the period over which 

^ This h only n |«rliculftr cue of tlio gcnenl plKoomenon which n clefiDcd 
under 'Mrreshom’s low “ on the Uodeoey of bed money to drive out good. 
Thie ie not reelly a e|>eci*1 lew elfectinf the cumney. It ie merely e ejMlu 
epplicetioH of the geneni |Hincip]e thet if Aj end St ere unite of two specified 
coniinoditice (in thb ceee lieevy end light aovereigne) which ere equally ceiieble 
of eei vinjt the imrpoeee of A (wbo ceoaot iade^ dietiDguUh between tliemh 
whereea 8, will serve certeiu purpoeesof B (wbo cm dutioguieh between U^d) 
better tlien ^ will, there will be e tondeocy, es they peee in Mcbenge, for B to 
* * eeerete *' the S/e for hie o«*n epoctel purpooee end peae on the S,'s to A. Or 
in mow general tenne. if 8, will eerre eome purpoeee ee well es S, end oth^ 
purtioea better, there will bee tendency to eseign 8, to thoec purposes which 
it cen serve bettor theu S, luiher then to thoee it cen only serve m weU. A 
light sovectigu (within the limits of legel tonder weiglit) will eerve the pnrp^ 
of tb© ordinary citisen es well es e heavy ojie, bnt the htler will serve tbs 
tochnicel purpoees of the jewellers beet. 
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the volume ol' business has been takes.’* Hence the name 
quantity” law, from the supposed determination of the value 
of each unit of the currency iu inverse ratio to the quantity 
of the currency as a whole. 

The unsatisfactory character of the statement must be 
obvious at once, and it is noteworthy that there is (unless it 
has escaped me) no mention of any such law, nor any implica- 
tion direct or indirect of its e.xisteuce. to be found from end 
to end of the immcrous works on currency and finance of the 
late Professor Jevons. To begin with we may eliminate all 
iDeiition of the number of coins aud the average ” number 
of times that each changes hands. For this average ” can 
only be arrived at by adding together the number of times 
which each coin has circulated aud then dividing by the 
number of coins. When we multiply ft (number of coins) by 
b (number of times each circulates on an average) to obtain 
c (total number of transactions) we have really already 
assumed c and obtained 6 by dividing c by a. We start with 
i: then, and as it is c we want we may dispense with the 
process of first dividing by b to get a and then multiplying 
by b again to get back to e. 

The simplified statement of the (juantity law would then 
be : A certain total volume of trade has to be conducted by a 
given number of changes of a sovereign from hand to hand. 
Therefore each one of those changes has to conduct a given 
volume of exchange, arrived at by division. And as it ' has ' 
to do this, it will do it The amount of work we set it to do 
determines the amount of work it doea That is to say, the 
value in exchange of a sovereign is determined by the work 
it * has * to do every time it shifts.'* 

Prima fucit this is an inversiou. How can we make a 
sovereign do u certain amount of work by telling it it must ? 
The total business that the sovereigns collectively f,rima/aeU 
do is the sum of what each of them does whenever objwtMni to 
it changes hands. The business the sovereicne do. 

.. » I ® * groHnd* on 

one would say, depends on their efficiency severally, winch it i« 
How can their efficiency severally depend on the 
work they hav€ to do amongst them ? Obviously no one 
would suggest that the service* rendered to the community by 
a pound of potatoes or a tou of Iron could be arrived at by 
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determioing iu the first place the total services that potatoes 
or iron have to render annually to the comniunity, and then 
dividing it by the number of pounds or tons in existence ; or 
determining the amount of earth that a navvy shifts by every 
awing of his spade by stating how much earth the whole body 
of navvies has to shift, and then reckoning up their number 
and the average number of spaders wings which each of tliem 
l^rfonus, and dividing the total work they have to do by the 
figure so obtained. It is obvious, then, that if any such law 
hoUls in the case of the currency, it must be owing to some 
special characteristic which completely differentiutes it from 
every other article. And this is exactly what is asserted 
by the exponeuta of the law in question. Their contention 
is that currency is a purely legal institution. A govern- 
ment, it is supposed, can make anything currency by de* 
claring that it shall constitute the legal discharge of 
obligations; and as a proof of this we are referred to the 
numerous instances in history in which paper currency has 
been maintained for indefiDite periods. In these cases a 
piece of paper which has an inscription, corresponding to a 
certain weight of gold, passes as the equivalent of so much 
gold and is actually received as such an equivalent by persons 
who deal in gold as a commodity, although it carries no right 
to demand gold from anybody. A Bank of England note, of 
course, can be cashed at the Bank of England, that is to say, 
any one who likes is legally entitled to receive fivs sovereigns 
of full weight at the Bank of England in exchange for the 
note. But in countries where there is no such obligation on 


the part of any private or public body, nevertheless the dealers 
in gold are willing to part with it in exchange for paper, and 
all other persons ore willing to receive the paper just as if it 
were gold. And it is further noted that the value of the notes 
will not sink below the par of gold unless there has been an 
over-issue. Thus it seems that the government, by itself 
giving its servants pieces of paper with the name of an amount 
of gold upon them, declaring that all iU obligations are thus 
discharged, and that it will regard all other obligations amongst 
its subjects as discharged in like manner, can actually give a 
value to the paper that depends on the amount it issues. In 
other words by enacting that its paper shall be received in 
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payment of all debts and obligations it can cause all the 
business transactions of the countf^* to be conducted by its 
means, and having thus determined the tot^tl amount uf work 
that the paper shall do, it can further decree how mucli paper 
tliere shall be to do it ; and since the habits of the industrial 
community determine how much of iUs business shall be done 
by the currency, and how much by cheques, paying of balances, 
and so on. the rate at which the paper will circulate, that is to 
say, the number of times, on an average, that each piece will 
change hands in the course, say, of a year regulates itself ; and 
so the amount ot the issue will determiue. the amount of 
business which each paper unit will conduct eac'h time it 
changes hands. 

These facts beiug sup^meed to be established, it would 
follow that if the business of a country is actually conducted 
in gold, that is to say, in an article which has an independent 
industrial value, apart from the enactment which makes it 
legal tender, this is an unessential incident. Because, ns we 
have seen, all the functions of money can, by hypothesis, be 
conducted by a unit that luxa no primary industrial value. If 
(it is maintained) the currency of any country, England for 
example, consists of pieces of metal that happen to have a 
value in the arte and sciences, then there are two iDdej)endeDt 
uses to which a piece of gold can be put, one of them beiug 
the natural and direct service which gold, os gold, can render in 
tlic arts and sciences ; and* the other being a fictitious or legally 
established value, which the legislature has chosen to affix 
to gold, but might just as well have attached to paper, leather, 
or anything else, provided it could so stamp its units of 
currency as to prevent their unauthorised issue by others than 
itself. Thus, according to this theory, a sovereign os a weight 
of gold, and a sovereign as a unit of legal tender, are Indeed 
physically identical, but the values that the coin has in its 
capacity of a legal discharge of debt and in its capacity of 
a weight of gold have no direct or intmediaie connection with 
each other whatever. 

But a government which chooses a valuable for its currency 
saves itself, it is admitted, fn>m the temptation of over-issue ; 
for if it over-issued, then ito sovereigns, jua currency, would 
have less value than they would have qva gold, and whoever 
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got field of them would melt them until their contracting 
number llirew more work upon each individual sovereign, and 
therefore raised its value in the currency; whilst the increased 
supjily ill tlie arts would lower the significance of gold in 
them. On the other hand, there can be no possibility of the 
value in the currency being peininueutly higher than the 
value in the arts if (as in England) there is a fiee mint. For 
any cue who has gold can have it coined at will, and therefore 
if the amount of work thrown on each sovereign were such 
as to mise its value in the currency above what it bore in 
the arts, gold would be coineil till the increasing number 
of sovereigns lightened the amount of work that each had to 
do, that is to say, leduced its value, whereas tlie defiectioii of 
gold from the arts and sciences would raise its value in them, 
and ec|uilibriuin would be restored. Thus, it is maintained, 
the two capital fiinctioos of gold (one primary and specific, 
the other wholly legal and independent of the natural 
properties and uses of the substance gold) will keep in balance 
with each other, 

This theory of currency is fascinating by its ingenuity 
and neatness, and derives enormous practical support from its 
harmonising with the psychology of the ordinary man, in whose 
mind there is no practical connection between the value of gold 
as curreucy and its value in the arts. No mun is conscious of 
being willing to work or to surrender his goods for a piece of 
gold, because gold is valuable for dentistry, for gilding picture 
frames or book leaves, for setting jewellery, or for making plate. 
His value of it for currency is something which, if he thinks 
about it at all, he regards as lestiug on custom or law. This 
theory then has the enormous polemic ad van t^ of allying 
itself directly to the ordinary way of thinking, and as it is 
easy to expound and has a certain elegance, it is equally 
popular with teachers. But nevertheless the reasoning on 
which it rests is throughout topsy-turvy. From first to 
last it goes on the assumption that sovereigns, collectively 
and individually, will do what they have to do, and tliat the 
legislature can determine what that is ; aud tliroughout our 
exposition of the doctrine it has been obvious that we have 
been compelled to treat the value of a sovereign not as 
constituted by anything that it can and will do, but by 
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somethiug which in obedience to Uw it has to do. Now, 
tliut the law can enable any assemblage of things to perform 
a certain service, or conduct certain operations, collectively, 
simply by saying that it has got to do so, is so startling 
a proposition as to demand the closest inspection, If we 
maintained, for instance, that the government could by decree 
determine that all the agricultural operations of this country 
should be carried on by persons and with instruments 
authorised by itself, and if it were assumed that this would not 
affect the extent or nature of the operations, but that they 
would all be necessarily conducted by the authorised men 
and implements, and therefore if theie weie few men and 
implements each would do a great deal of work, whereas 
if the government issued more each individual would do less, 
but precisely the same amount would be done altogether, 
we should at once see the impossibility of supposing that 
the amount done by each unit was determined by dividing 
the sum of what they all do by the number of units ; because 
AS a mutter of fact the amount that each of them does is the 
primary datum, and what they all do together is arrived at 
by addition or multiplication. If the government had any 
power of making each individual do more or less it could 
make a larger or smaller number of them capable of doing 
a given amount of work, but it cannot decree )iow much 
they thall do collectively, independently of their numbers, 
and then determine what each of them does by regulating 
those numbers. 

What, then, eve the supposed peculiarities of the work of 
the currency which have given rise to the belief that these 
exceptional possibilities exist in this case, though 
not in others? In the first place, the undoubted 
fact is pointed out that the amount of transference 
of goods or services which can be effected under the vaIum pf aII 
denomination of a sovereign depends solely upon 
the value of that sovereign. That is to say, if a • diflennee 
quarter of wheat and a ton of hay are each worth cumney »nd 
the gold in one and a half sovereigns, they can be other «ooi< 
excliaoged under the denomination of one and 
a half sovereigns. If, on the other hand, they are each worth 
the gold ill a sovereign, they can be exchanged under the 
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<^enomination of a soTereigo. Thwa the same amount of 
business, namelj the exchanging a tou of hay for a quarter 
of wheat, nnght be conducted with the intervention of one 
fiovercigii, of one and a half sovereigns, or of two sovereigns, 
equally well. And therefore, if, for any reason, the stock of 
gold were so reduced that the gold in a sovereign should double 
its value, then the sovereign would be able to conduct twice 
ns much business as it did before. The services that the 
currency readers to the community at large, therefore, seem to 
be independent of the number of sovereigns that are in the 
currency. Aud it is undoubtedly true that, within wide 
limits, the money function could be performed equally well, in 
any coiT\munity, by a larger or smaller number of sovereigna 
This then, we are told, constitutes a fundamental difference 
between the money function and the functions of other things, 
for a large or a small number of potatoes will not equally well 
perform the nutritive functions of potatoes, nor will a laige or 
small number of men or tools be able to perform the same 
industrial functions equally well. The derivative nature of 
the excliange function of gold, therefore, eeems to differentiate 
it from the primary functions of other commodities. But, os 
we have Hecn. this derivative value is not peculiar to the 
currency. To any mao who is dealing in anything it is a 
matter of indifTeiance, within wide limits, whether he receives 
a large or a small quantity of it for any given consideration, 
provided tfie small amount in one case is as valuable as 
the large amount in the other. If, for instance, a certain 
clase of books is worth 58. a volume in the secoud-hand trade, 
and a bookseller has a considerable trade in them, making on 
an average 10 per cent per annum on his turnover, and if 
presonlty this class of books, through a change in the tasle of 
the public, becomes twice as valuable, and the lx»okseller witli 
the same general apparatus and machinery, and with the same 
effort of attention and so forth, deals in half the number of books, 
his purposes will be just as well served, so long ns he makes 
the same profit on his turnover. For neither his expenses 
nor his income depend on the value that he attaches to the 
books for his own use. They depend on the value that some one 
else attaches to them, so that this derivative function which 
they perform for him can be performed equally well by a 
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smaller number that are highly valued and by a larger 
number that are valued low. But to the student purthjiser of 
books it is by no means the same thing whether lie has a 
thousand volumes for which he has given » on an average, 5 s. 
each, or live hundred of the same volumes for which he has 
given, on an average, 10a each. The five hundred at 10s. 
each do not f^Uitate his studies or serve his other pur|K)ses 
any better than if he had only given Ss. eadi for them. And 
he is without half the library he would have had on the 
other supposition. The distinction, then, that weure at present 
examining is not one between currency and all otlier com- 
modities. but between primary and derivative values, between 
the value attached to an article by the user and the value 
attached to it by the dealer. And in all cases, whether of 
primary or derivative value, the total service consists in the 
sum of the individual servicea We can in do case get nt tlic 
individual services by saying that each individual has got to 
perform, and therefore will perform, its due fraction of the 
total, fixed as a total by some external pow*er. Surely we 
should expect that if the government really has the )>ow*er of 
making the currency do certain work, it must be by giving 
to a definite quantity of gold the power to do u definite piece 
of work, not by enabling an indefinite sum of gold, whether 
great or small, to do a definite amount of work by its fiat 
that it sliall do it. If. as we have seen, a little gold can 
\mder certain circumstances do as much as a great deal under 
other circumstances, it must be because under those ciicum- 
stances each unit of gold is made cupiihle of doing a larger 
amount of work; not because it ie told tliat there is more 
work for it to do. This is obvious enough in an ordinary way, 
and the example of the books will again serve our purpose. 
If the primary services of the books (to the readers) have 
mounted on the collective scale then their derivative services 
(to the dealer) mount too, and each book will convert a larger 
amount of his energy an<l thought into a correspondingly 
larger amount of the things he desirea Just so if the primary 
services of gold mount, either because of a Jailing off in the 
rate of production, or because of iiitTeaeed applications of gold to 
the satisfaction of tastes and wants, or for any other reason, each 
unit of gold will be able to conduct a laiger atnotmt of business. 
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These considerations suggest that we should begin out 
inquiry as to the connection between the amount of gold in 
RettxBmiJia. the cuncncy and the value of each sovereign at 
ewlnectiou Other end from that by which it is visually 
b#tw«e», ti,e approached. Granted that, in a eeneral wav the 

ampniil /if * * » .a ... ® j 

»oM III thi* amount of work that the currency has to do 

fixed by the general business habits of the 
of each Community (though, as we shall see presently, this 
is a Ihi^ assumption), it will follow that if the 
marginal value of an ounce of gold, in the arts, is high, then 
u smsvll amount of gold will be enough to conduct that part of 
eacli man’s transactions for which lie employs the currency, 
and lie will become a “ dealer in gold " only in small volume. 
Ihut is to say, the withdrawal of a small volume of gold fiom 
its prill jury applications will suffice to conduct the business of 
the country because each piece of gold, having a high value, 
will be able to transftet a laige amount of business. If, on 
tlie other hand, a large output of gold during a series of years, 
or any cause affecting the use of gold in the arts, should bring 
down the marginal significance of an ounce of gold in the arts, 
then each man will find tliat aa a “ dealer in gold ” fie needs a 
larger volume of gold to do his business for him, and a larger 
volume will be held out of its primary applications. Thus it 
is not tfie amount of gold in the currency that determines how 
much work each piece shall do, but the amount of work that 
eacli piece can do that determines the amount in the currency. 

If we now turn to paper currencies, i^ptin, we shall remodel 
the statement thus: It is not true that a government can 
wimt mftkM 0*^ pieces of paper, or other intrinsically 

pAjMt citr* worthless articles, the collective power of doing the 
circuUtc ? business of the country, but it can within certain 
limits confer u defined power of doing business on 
certain pieces of printed papier. For the government, as 
general guardian of contracts and of property, has tlie power 
to enforce or to decline to enforce any contracts, and as 
giwidian of the rights of pTO|)erty it can determine whose 
pioperty anything shall be. It is possible, then, for a Govern- 
ment at any time to sny : " There are in this country a number 
of persons under legal obligation to pay fixed rents for premises, 
fixed inteiest on capital, fixed salaries for services, over such 
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periods 08 (heir severnl contracts cover. There are also u 
number of persons under delinite obligations to pay such und 
such gold, at such and such dates, once for all. Now we, tlie 
Government, can, if we like, issue stamped papers bearing 
various face denoiniuations of one, ten. a hundi'ed, etc., units 
of gold currency, ami we can decree that any one w])o possesses 
himself of suclr papcia, to the face value of his debts, and hands 
them over to his creditor shall be held to have discharged his 
debt, and we will henceforth defend his property against his 
late creditor and declare that lie has, in the eye of the law, 
paid the sum of gold which he owed.” It is obvious that 
these pieces of paper will thereby acquire definite values to all 
persons who are under obligation to discharge debts or to pay 
Kitlnries or rents or other sums due under contract ; for to 
command one of these pieces of paper will be, for certain of 
their purposes, exactly equivalent to commanding a sovereign. 
As these persons constitute a large and easily accessible portion 
of the community, there will at first be no difficulty whatever 
in circulating the notes, for those who have no direct use for 
them themselves will know that there are plenty of people 
w 1 )o have, and a certain iiuuiber of these certificates can, in tliia 
way, be floated. Koch will be able to trans^tet business to t lie 
same extent as a piece of gold of its face value. But as the 
contracts gradually expire and the debts aie grad\ial]y dis* 
charged, the original force that gave currency to the Cvo\'<'rn- 
meat’s paper will bccom'e exhausted. At first the holder of 
such a bond will from time to time come across men who will 
say : Oh. yes, I was just looking out for paper in order to 
discharge my debt or pay my rent ” ; aud if tliere were tlie 
smallest tendency to depreciation, competition would instantly 
rise amongst these persons who would be glad to get, at any 
reduction whatever, these things which tlieir creditors would 
be compelle<l to receive at full value. If people chose to go 
on making fresh contracts and giving fresh credit, witlumt 
specifying that the paytuent should be in gold, and thus went 
on perpetually bringing themselves under legal obligation to 
receive paper in full payment, the process ipight go on for a 
certain time, by its own inqwtus, but there would be iiothitig 
to compel any one to enter into such a conti*act ; and if at any 
time, for any reason, then? were a slight preference for making 
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contracts m gold, so that there was a dearth of people of whom 
It could be definitely asserted that for their own immediate 
purposes, independent of the general underetanding, the paper 
w;tfl worth the gold, there would obviously be no firm basis for 
tile structure, and every one would become nei-vous and would 
want to make some allowance for the risk of not finding any 
one who would take the paper at or near the face value. 

The Government has, however, a further reeource. It has 
the means of maintaining a perpetual recurrence of persons 
thus desiring money at iu face value, for the Government 
itself has more or less defined powers of taking the possessions 
of its subjects for public purposes, that is to say, enforcing them 
to contribute thereto by paying taxes. Ultimately it requires 
food, clothing, shelter, and a certain amount of amusement and 
indulgence for iU soldiers and all its ofiiclals ; and it requiies 
fire-arms, ammunitioD, and the like, And in proportion to ite 
advance in civilisation it may liave other and humaner purposes 
to fulfil- Now, as long as gold has any application in the arts 
and sciences it exchanges at a certain rate with other com- 
nioditics, just as oxen exchange at a certain rate against 
potatoes, pig-iron, or the privilege of listening, in a certain 
kind of seat, to u prime donna at a concert The Government, 
then, levying taxes upon the community, may say: "I shall 
take from you, in proportion to your lesources, as a tribute to 
public expenses, the value of so much gold- You may pay it 
to me iu actual metallic gold or you may pay it to me io 
anything which I choose to accept iu lieu of the gold. If you 
do not give it me I shall take it from you, in gold or any other 
such articles as I can find, and which would serve my purpose, 
to the value of the gold. But if you can give me a piece of 
paper, of my own i»ue. to the face value of the gold that I 
am entitled to claim of you, I will accept that in payment.'* 
Now, as these demands of the Government are recurrent, there 
will always be a set of persons to whom the Government paper 
stamped with a unit weight of gold is actually equivalent to 
that weight of gold itself, because it will secure immunity from 
requisitions to the, exact extent to which the gold would secure 
it. TJiis gives to the piece of paper an actual power of doing 
the work that gold to its face value could do, in the way of 
effecting exchanges ; and therefore the Goverament will find 



CH. vn 


BANKIKG. BILLS. CUERENCY 


621 


that the persons of whom it has made purchases^ or wboiu it 
has to pay for their services, will not only be oblige<l to accept 
the paper in lieu of payments already due, and which it chooses 
to say that these papers discharge, but will also be w illing to 
enter into fiesh bargains with it, to supply services or to 
surrender things for the paper, exactly as if it were gold ; as 
long as it is easy to find persons who, being themselves under 
obligation to the Government, actually find the Government 
promise to relinquish their claim for gold as valuable as tlie 
gold itself. The persons who pay taxes constitute a very large 
portion of the community and the tuxes they have to pay form 
a very appreciable fraction of their total expenditure, and 
consequently a very Urge number of easily accessible |>er30n8 
actually value the paper os much as the gold up to a certain 
determined point, the point, to wit, of their obligations to the 
Government. Thus it is that a limited demand for paper, at 
its face value in gold, constitutes a permanent market, and 
furnishes a basis on which a certain amount of other trans- 
actions will be entered into. The Government, in fact, is in a 
position very analogous to that of an issuing bank. An issuing 
bank promises to pay gold to any one who presents its nutes. 
and to a certain extent that promise performs the functions of 
the gold itself, and a certain volume of notes can be floated as 
long as the credit of the bank is good. Because bank promises 
to pay are found to be convenient, as a means of conducting 
exclianges. After this, number has been floated the notes 
begin to be presented at the bank, and presently it has to 
redeem its promises as quickly as it issues them. The limit 
then has been reached and the operation cannot be repeated. 
After this people will decline to accept the promises of the 
bank in lieu of the money, or, which is the same thing, they 
will instantly present the promise and require its fulfilment. 
The amount of notes in circulation may be maintained, but it 
cannot be increased. The issuing Government does not. with- 
out qualification, say that it will pay gold to any one wlio 
presents the note, but. in accepting its own notes instead of 
gold, it says, in effect, that it will give gold for its own 
notes to any tfs own iUbtors ; and as long as there is a 
sufficient body of these debtors to vivify the circulating 
fluid the Government can get its promises accepted at par. 
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Any (Jovernment which, even for a short time, insists on 
paying in paper and receiving in gold, that is to say, any 
Government that Joes not honour its own issue when pre- 
sented by its debtors, will find that its subjects decline 
to enter into voluntary contracts with it except on the gold 
basis ; and if its papier still I'etains any value whatever, it 
will only be because of an expecution of a different state of 
tilings hereafter that gives a certain speculative value to the 
promise. In fact a Government which refuses to take its own 
money at par has no vivifying sources to rely on except the 
very disreputable and rapidly exhausted one of proclaiming to 
debtors, and persons under contract to pay periodic sums, that 
they nee<l not do so if they hold a certificate of immunity from 
the Government Such immunity will be purchased at a price 
determined, like all other market prices, by the stock available 
(qualified by the anticipations of the stock likely to be available 
presently) and the nature of the services it can render. The 
power, then, of GovernmeDts to make their issues do exchange 
work depends on their power to make a note of a certain face 
value do a definite amount of exchange work ; and this they 
cau effect by giving it a definite primary value to certain 
persons, and then keeping the issue within the corresponding 
limits. It does not consist in an anomalous, and, in fact, 
inconceivable, power of enabling au indefinite issue to perform 
a definite work, and arriving at the value of each individual 
unit by a division sum. 

Indeed, this division sum is impossible in any case to 
make ; for the proposed divisor is arrived at by multiplying 
the number of units in the face value of the issue by the rate 
at which, on an average, they circulate. Now the Government 
can undoubtedly regulate the amount of the issue, but it cannot 
regulate the average rate at which the unite will circulate 
Nor indeed can it rely on the dividend, namely the amount of 
business which the circulating medium shall perform, remaining 
constant. For it is a matter of convenience how much of the 
business of a country shall be carried on by the aid of a 
circulating medium and how much without it ; and as a 
matter of fact, at periods when there is a dearth of small 
change in a country a great amount of retail business is 
couducted on account, and balances are more often settled in 
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kind. Thus business which would ordinarilj have been 
carried on bj the circulating medium is carried on without it, 
because of its rarity. In Italy, for instance, when coppers 
were rare the exchange value of a copper did not rise because 
a smaller number had to do a greater amount of work, but each 
unit did as much business as it could, and the rest of the 
business was done wit])out them. Again, the history of 
paper money abounds in instances of sudden clmnges, within 
the country itself, in the value of paper mouey, caused by 
reports unfavourable to the Government's credit. The value 
of the currency was lowered in these cases by a doubt as to 
whether the Government would be permanently stable and 
would be in a position to honour its drafts, that is to say, 
whether, this day three months, the persons who have the 
power to take roy goods for public purposes will accept a draft 
of the present Government in lieu of payment. It is not easy 
to see huw, on the theory of the quantity law, such a report 
could affect very rapidly the magnitudes on which tlie ^alue 
of a note is supposed to depend, vis. the quantity of business 
to be transacted and the amount of t^e currency. Nor is it 
easy to see why we should suppose that the frequency with 
which the notes pass from hand to han<l is independently 
fixed. On the otlier band, the quantity of business done by 
the notes, as distinct from the quantity of business done 
altogether, and the rapidity of the circulation of the notes 
may obviously be alfected by sinister nunours. Two of the 
quantities, then, supposed to determine the value of the unit 
of circulation are themselves liable to be determined by it. 
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CHAPTER I 

SAMPLES OP ANALYSIS 

SuMMAHY. — IKe may o,pply the principles %t>t have been studying 
to the analysis of a 7niscellaneou8 set of phenomena in 
the social and tTuitutrial woHd, both by vray of exercise 
and by ioay (f testing tlu principles themselves. The 
subjects chosen in this chapter are yam^tny, the housing 
problem, unemployment, depression and crises, the im- 
mediate and permanent effects of attempts to relieve 
distress, or of changes in expenditure, the meaning of the, 
national income and the legitimacy of inferring from it 
the average command of commodities and services which 
would accrue to each individual if loeaitk were more evenly 
distributed. 

The eyetemstic portion of our task is completed. It 
remsinB to illustrate and test the value of the instrument 
of analysis which is now in our hands by applying it to 
concrete cases. 

We may take our material almost at random. An in- 
stitution such as Trade Unionism ; a programme such as the 
scheme of communalising the instruments of production/' 
or the more limited proposals to nationalise or communalise 
the land, or to feed ill* nourished school children ; or matters 
of discussion such os the bousing problem, or the proposals of 
the tariff reformers ” ; or phrases such as the national 
income”; or the problems suggested by a concrete action, 
like that of subscribing to a famine fund, or by practices such 
as playing cards for money, or betting on the tuif, may 
provide us with subjects for analysis. In the course of 
our examination of any one of these questions we shall find 

027 
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abundant illustration of that interdependence of economic, 
social, and moi'al questions which has been so often insisted 
upon in tiie body of this work. 

We will begin with the highly complex question of gambling, 
and we will Cake it first in the simple and undisguised form 
w'hich it assumes at the gaming-table. Our treat- 
meut must necessarily be brief and inadequate, for 
it is not within the scope of these concluding chapters, either 
in this or in any other case, to give more than a bare indication 
of the way in which our principles may be applied. 

From the individual point of view, there can be no doubt 
that an immense number (I should say an overwhelming 
majority) of those who gamble intend to win and think that 
they can do so. In the case of a pure game of chance, such 
as we are now supposing, a man who thinks that he can 
win must believe in such things as runs and turns of luck, 
the occurrence of which may be felt by a natural or acquired 
sense, or must be the victim of some analogous superstition ; 
or else he must rely on some “ system,” all which systems 
reduce themselves either to a belief that in matters of pure 
chance what has already happened alTects the probabilities 
of future happenings, or to a transformation (by a systematic 
scheme of successive stakes), of a game in which there am 
even chances of loss and gain into one in which a gain 
is mode more probable than a loss, but at the expense of 
the loss being proportionately heavier if it comes. In this 
latter class of ” system ” the gambler's attention is absorb^ 
by the increased probability of gain, and he does not realiw 
that the proportional gravity of the lose leaves him in the 
long-ruu exactly where he w» So far it is obvious that we 
are not on economic ground at all. Superstition, and ignorance 
of the doctrine of chances, can only be eliminated by general 
intelligence or special study. Meanwhile, we can but stamp 
as a delusion, and set aside without further examination, 
the beUef that any instinct or system can give a man an 
advanUge in a game of pure chance. The man who thin s 
he is more likely to mend than to mar hia fortunes by 
id the victim of an Ulusion, and there is an 
this dogmatic sUtement cannot now and here be Justihea 

We now pass to the social aspect of the question. Dropping 
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for A momeDt the question of the commission taken in the 
form of the favourable chances of the table, it is clear that if 
there is any considerable transference of money from some of 
the players to others our general principle of declining marginal 
significance shews us that the gains will, on the average, be of 
leas significance to the winners than the losses to the losers ; 
80 that there will be a net loss in the psychic significance of 
tlie collective wealth of the play el's. The money will have 
been transferred from the place in which it is inoie to the 
place in which it is less significant ; for since the relative 
wealth or poverty of the players has no influence on their gain 
or loss, we may put it out of consideration, and may treat the 
gainer and loser as though they were equally wealthy ; and in 
that case it is obvious that the gain, which advances from the 
existing margin onwartU, will have less significance than the 
loss, which retreats from the existing margin backwards. Wo 
may illustrate this principle by passing for a moment from 
the gaming-table, and taking the case of a sweepstake on a 
horse-race. Each player makes a uniform stake, and the 
names of all the horses that are to run are then written on 
separate lots, and a sufficient number of blanks is put in to 
make the number of loU equal to the number of players, 
Each player then draws a lot, an<l the holder of the name 
of the horse that wins sweeps all the stakes. Now it is 
clear that if there are fifty players, each of them sacrifices 
his stake at the existing margin, whereas when they accumulate 
in the hands of the winner they advance, at a constantly 
declining significance, from the present margin downwards. 
Each stake, therefore, comes from where it is more and goes to 
where it is less significant 

Contrast the case of insurance against fire. There is an 
uncertain loss to be met. The margin of the man upon whom 
It falls suddenly and notably retreats. He receives sovereigns, 
each one of which is taken at the existing margin of the other 
insurers and is applied at his raised, because retreated, margin ; 
so that the sovereigns come from where they si's less and go 
to where they are more significant Gambling and insurant, 
therefore, which have some elements in common, namely tlte 
certainty of the stake and the uncertainty of the issue, are, 
from the social point of view, exactly the opposite of each 
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0th or. Gambling is a machinery for carry iog money from 
where it is more to where it is less significant, and insurance 
is a machinery for carrying it from where it is less to where 
it is more significant. 

Insurance companies charge a coiunussioo, and* as they 
render a social service, they are creating a fund (not indeed 
material, but psychic) in the extra significance which wealth 
gains by the transference they effect^ out of which fund they 
are paid. And now we will return to the table and reintroduce 
tlie element of the “ chances of the table/’ which is the 
analogue of the commission of the insurance agent. It is not 
necessary to explain in detail whut these ** cliances of tlie 
talile ” are. It is enough to instance the game of rouge ei 
noir, in which the teetotum turns up “ wro ” on an average 
once in thirty -seven coses, and whut then happens is equivalent 
to each player forfeiting half his stake. Tims the table has 
an advantage of one chance in seventy- four over the players. 
The owner of the table practically draws this commission for 
facilitating the antUsocial work of making wealth less signi- 
ficant, just as the insurance agent draws his commission for 
his social service of making it more significant. And heie we 
may return for a moment to the individual. He cannot alter 
the chances of the game, and at the table the chances aie not 
even. It is as if tlie player paid a small fee for the privilege 
of staking on an even chance ; and as the players collectively 
would win and lose equally on an equal chance, they collectively 
lose on a chance which is in favour of the table ; so that to 


the psychic loss which accrues to them collectively from the 
transference of wealth from one to the other, there roust be 
added the material loss of the subtraction from their collective 


wealth of the commissiou of the table. And in the long-run 
his portion of this loss must come home to every persistent 
gambler, and must more than swallow* up any gains he 
individually may make; for it is steady and cumulative and 
bears a proportion to the m^^iitude of his transactions, 
whereas his gains are at best casual and have no tendency 
to repeat themselvea The successful gambler, then, if he 
persists, will pay all and more than all his gains in return for 
the privilege of making them, and the unsucwessful gambler m 
addition to his losses will pay for the privilege of incurring 
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theiD. These statements, again, can only be substantiated by 
the doctrine of chances, but they cannot be questioned or 
shaken.^ 

There remains a theoretical possibility of a man having, 
suy, only one shilling in the world and no prospect of getting 
another for months or years. It is possible to argue that the 
best thing he can do with it is to stake it at some game in which 
the prises are enormously high aud the chance of winning 
them correspondingly small Say he has one chance in thirty 
thousand of gaining £1000. This chance is not actuarially 
worth Is. It is only worth $<L But yet to the man in his 
present state it may reasonably appear that £1000 would be 
worth more than 30,000 times os much as a shilling. For 
whether he goes into the workhouse (or the Thames) to-day 
or to-morrow may seem to him to make hardly any appreciable 
difference at all, if he knows that this fate is in any case 
coming; and so he gets something — a small chance of £1000 
— for almost or quite nothing. It is a case of rising 
margins such as our theory fully rocognisee. 

Doubtless in such cases an element of illusion generally 
enters, and when the man draws a blank he will probably be 
conscious of something very like a disappointed expectation ; 
but it is conceivable that the transaction dispassionately 
coDsideied might really be reasonable. Such a case, Imwever, 
could only be isolated. For a man to make a practice of t])U8 
staking his shillings would imply that he had a flow of 
shillings to stake ; and if the flow and his play continued long 
enough he would be sure to lose more than he gained. 
Other cases, in which the unschooled imagination pictures the 
large gain of one as more than compensating the collective 
small losses of the many, resolve themselves into various forma 
of hallucination, and are, above all, inapplicable to habitual 
or repeated transactions. 

We have already seen* that the speculating public occupies 

‘ raermion u Ihst mj iodiridul nrabler n>»y tton 

fthorl (if only ho die*) b«foro the nia hee been long enough to ebeorb ell 

hu gkiDM. But It 18 ft mwtftke io think tlitt there nniet come t monieot in (he 
oewer of every gimbler et which, if he w«re wiee eucugh to etop, he would be n 
^nner on hie whole tnoeftctione. It b proUhle but not cerUin thet there moy 
be euoh • w ^h momento, mT\y in hb experience : but the longer he 

on the leee likely b it ihtt be am ever stop *8 ft vriouer on the whole bodv 
of hie tnoiftctioiu since he begun, » 24$. ^ 
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exactly the same position to the Stock Exchange which the 
gamblers collectively occupy to the table, and that the ruin of 
the one, as of the other, is probably due to the commission, 
not to luck, lu horse-racing, the bookmaker, even if perfectly 
honest, is able to derive a similar commission, from the curious 
fact that the inner circle of the backers of the horses, whose 
estimates nltimately deteimine the “ odds," collectively over- 
estimate the chances. This may be illustrated by an example, 
much too crude to correspond with actual facts, but manifesting 
the principle. Suppose there are four horses in a I'ace, and the 
trainers and owners of each horse, and others who have a special 
interest in it, estimate its chance of winning at one-third. 
It follows that their estimate of the collective chances of the 
horses is 1^, — t.e. more chances than there are. It will work 
out thus : Each owner or backer who thinks that his hone has 
one chance out of three of winning will regard 2 to 1 against 
the horse as the proper odds ; that is to say, be will promise 
to pay £1 if he loses on condition that he is to receive £2 if he 
wins. The first chance being only twice as great, in his 
opinion, as the second, he regards the odds as fair and the 
chances even. So a bookmaker betting 2 to 1 against each 
of the four horses will receive £1 on each of the three that 


loses and will pay £2 on the one that wins, leaving himself a 
balance of £1. The bookmaker, then, does not back horses 
any more than the ** bank " makes stakes on the table. They 
leave that to the public. The difference between staking on 
the green table and speculating on the Stock Exchange or the 
turf, is simply that in the two latter cases an element of judg- 
ment may enter, though it seldom really does. The judgmant 
of the ordinary speculator or backer of horses being on a level 
with the “judgment” of the gambler who dots down on his 
card a certain number of the turns of the teetotum until be 
considers the proper moment has come for him to back his 
luck. In so far as judgment really enters into the case of 
the horse-race, an individual’s chance of making money may be 
better than his chance of losing it, but we must observe that 
he is only "making ” money from the individual point of view. 
From a social point of view he is merely “ taking ” it from hJS 
less competent correspondent. And on the principle already 
examined his gain will normally be less significant than bis 
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companion’s loea. “Judgment” on the Stock Exchange in 
purely speculative transactions stands on the same footing. 
But if a property or concern of any kind is speculatively 
bought with a view to developing and improving it» then 
nobody need lose and the gains of the speculator may really 
be " made.’' 

And this will serve to illustrate the transition from the 
speculation which is of the nature of gambling to the specu- 
lation which is not. There can be no doubt that the excitement 
of taking risks is not only a deeply rooted but a valuable trait 
in human nature. But the man who devotes his resources to 
acquiring special skill and training, without knowing wlmther 
he will be able to make a living by it. or to prospecting for 
minerals without knowing whether he will find theui in payable 
quantities, is speculating In a very different sense from that in 
which the gambler speculates. The former aims at ci eating 
wealth, the latter merely at getting wealth tliat is already 
created, instead of some one else getting it Or, to put it in 
another way, the former class meet uncertainties on tlieir 
industrial way and deal with then) as best they may ; tlie 
latter go out of the industrial way just to create uncer« 
taintiea But it need hardly be pointed out tltat here us 
everywhere the line is difficult, or rather impossible, to draw. 
We know perfectly well that the man who buys for a rise, 
intending to sell r^in before settling day.* is practically 
gambling, and that the man who takes eharee in a new in* 
duslrial undertaking, intending to hold them and to <lr<a\v bis 
dividend, is not gambling. But the point at which fools who 
came to scoff remain to pray, or saints who came to pray 
remain to scoff, — that is to say, the point at which the mau who 
bought to sell becomes interested in the concern on its own 
merita and holds for a dividend, and the point at which the 
man who bought to hold sells because he thinks the sidling 
price ie more than the shares are worth, — can seldom be fore'^ 
seen or defined. Nor can we tell how the two motives combine 
even at the beginning. A man may buy partly because 
he thinks the thing good enough to hold, and partly because 
he expects a fancy on the part of the public to make it 
still better to sell. Probably the majority of those who 

' 8m (Age 246. 
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buy stock at all are at least potential speculators i& buying 
and selling. 

Tlie gambler's ultimate plea, however, has not yet been 
examined. Suppose he declares that he knows perfectly 
well that he loses, that it to say, that he pays for the 
game, but says that he enjoys the game and is willing to 
pity for it. This is the account that many people who 
play cards for money will give of themselvea Some, no 
doubt, believe in their luck, and unreasonably expect and 
intend to win, Some believe in their skill and judgment 
and deliberately intend to profit at the expense of their 
guests and hosts, or fellow^guests. But the majority, I 
suppose, will say that their gains or losses are in the long- 
run trifling, and that, in any case, the game is worth the 
price. And we may note that as in this case there is no 
commission, there is no certaiuty of loss to be taken into 
consideration. To judge of this plea we must consider the 
nature of the satisfaction, whether it is of the character of 
vicious or ruinous indulgence as examined and analysed iu 
a previous chapter;' and, finally, we must consider how 
far it is possible to dissociate it from the incidental cruelties 
involved in drawing the young, the poor, and the inexperienced 
into risks in which loss is likely to be crushing and gain 
corrupting. 

We will now turn to another question, without any 
attempt to establish a link between it and the one we have 
just examined ; for the scheme of this chapter does not 
imply that any special connection between its successive 
sections exists. 

Many people live under housing conditions which rightly 
shock every feeling of humanity ; and the fact raises a 
growing sense of social compunction. How it is to 
be met constitutes the housing problem. But it is 
clear, on examination and analysis, tliat it is only 
in a very limited sense that we can speak specifically of a 
housing problem at all In what sense is the question why 
people live in improper houses, and how we are to stop 
it, different from the problem why they eat improper and 

< Sm 423 »qq. 
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iiJSufRcient food, or whj they are inadequately clothed, or 
amused? The problem how to house people is obviously only 
a branch of the problem bow to provide for them generally, 
both iu body and mind. Certain persons are ill-provided 
with everything. In their own eyes they are not ill-provided 
with houseroom relatively to other things, for if they were 
they would redistribute their expenditure so as to get moi'e 
houseroom and less of everything else. But you will 
answer they cannot afford to give up anything else. Exactly. 
That is to say, they are as keenly in want of more of ever)'- 
thing else as they are of more house accommodation. Their 
conditions of accommodation possibly strike us us eveu move 
terrible than their conditions of feeding and clothing, btit 
tliey do not strike them so. The housing problem, then, is 
in tlje first place the general problem of poverty. In the 
next place it is the problem of education. We tliink, perhu|>s, 
that people ought to value decent accommodation more highly 
than they do. And lastly, we think (and here it seems lar 
a moment that we come upon a specific housing problem) 
that rents ought not to be so high. But why is the house 
rent of the poor so high ? Prijnarily because they have to 
live near their work and land is of great value there 
because it is a highly efficient industrial instrument there. 
Tile rich man either does not live wheie his work lies, or 
lives there in a good house. If the poor man lives in foul 
quarters, then, it is either because he is poor or because he 
does not appreciate the value of better housing conditions 
M highly as we think he ought to do. Bioadly speaking, 
it would seem that the only ways of dealing with tlie 
housing problem are to combat the poverty of the ilMioased, 
to quicken their sense of the evil of bad housing, to make 
good houses cheaper, or to give houses to people for less tliau 
they are worth. All these plans have been attempted. 
Mias Octavia Hill and her disciples have done much iu 
educating individual slum - dweUers into desiring better 
conditions, but the process is too slow and laborious to 
satisfy the impatience of the demand for improved conditions. 
Attempts, whether by public authorities or private companies 
to bmld better houses at a cheaper rate, on commercial 
principles, come under an important class of experiments of 
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which we have already spoken,' If, on the other hand, 
houses are provided by philanthropic companies or in- 
dividuals, who are content with 3 per cent on their capital 
(or otherwise on less than commercially remunerative 
terms), a privileged class of occupants is at once created ; 
and the difficulty may be found insuperable of securing the 
privilege, even as far as it goes, to the class of persons most 
in need of it. Possibilities of cheap and easy transport are 
constantly opening, and perhaps the best hope of depleting 
our overcrowded centres lies in a development of tram 
services which would relieve the competition for central 
business sites. Thus, the housing problem turns out to be 
a poverty problem, a land problem, an education problem, a 
problem of locomotion, and a problem of town-planning. 
Attempts to deal with it merely by saying that bad houses 
shall be destroyed and none but good ones built in their 
stead do not in themselves touch the difficulty. They are 
open to the same danger which we encounter in connection 
with proposals for a minimum or standard ^wage.^ As a 
minimum wage may mean the multiplication of the un- 
employed, so minimum requirements of decency and 
convenience in houses may mean the multiplication of 
the unhoused ; or if the standard only applies to new 
Ileuses it may mean the crowding into existing tenements 
of those who cannot afford to come up to the new require- 
ments. At best, if it stood alone, it would mean attempting 
to foixe people to pay for what we think they ought to 
want instead of for what they want themselves. There 
is no doubt a wide range for insisting on sanitary conditions 
which do not notably add to the expense of building, but 
it can hardly be doubted that in some country districts the 
by-la WB enforced by the local authority prevent cottages 
being built, and therefore aggravate overcrowding. 

It should hardly be necessary to add that overcrowding 
may be brought about by any cause that makes building 
land difficult to obtain ; and if the owners of land object to 
having cottages on their estates for fcsthetic, social, or 
sporting reasons, the result is just the same as if the 
competition for the land were purely industrial. 

> d«e pages 20$ s;. ^ See page* 69S ajf., and cf. page 844. 
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We will DOW tuTD to the connected problems of uu* 
emplojment, depression, and commercial crises, which are 
admittedly amongst the most baffling on the 
whole field of applied economic science. I am 
far, iudeed, from claiming that the principles 
laid down iu this work present an obvious and convincing 
solution of them. Bub the following points may l)e con- 
sidered. Every one knows that persons, not without some 
dexterity both of mind and hand, may be absolutely 
unemployable iu a given post. Every busy man has had 
embarrassing offers of help from 2 ealous friends who are 
willing to do anything, — but who can do nothing that doe.s 
not require more superintendence and correction than tlie 
result is worth. In an industrial society of increasing 
complexity it may reasonably be expected that the conditions 
which enable the individual to pass from a negative to u 
positive efficiency will become more and more exacting. An 
advancing education may be supposed to meet these more 
exacting conditions, but. so far as it depends on the Bi>ecia]is- 
ing of capacities, the man who has been made eminently 
employable in one line of activity may thereby be njade all 
the more unemployable in another. Again, unemployment 
may be absolute or relative ; that is to say, a mau may lie 
unable to find any employment at all b^^ause be can do 
nothing that is worth anything to any one else that he can 
find, or he may be unable to find employment at a living 
wage or at the wage which he demands. Now the specialis- 
ing, alike of instruments and of faculties, and the minute 


division of labour, which are characteristic of the organisation 
of industry on the great international scale, are accompanied 
by liability to variations in the stress of demand, and such 
variations mean accompanying variations in the relative 
worth, economically considered, of this or that particular 
skill Industries in which sliding scales prevail I'ccognise 
this fact. When, for any reason, the product becomes worth 
less, there may still be employment for the same number of 
labourers if they are willing to recognise that their work 
also is worth less. The sliding scale cannot obviate disputes, 
for it is based on an evaluation of the 8igni6cunce of labour 
relatively to the significance of all the other factors of 
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production, which can hardly, in the nature of things, be 
above dispute ; but it does at least recognise the fact that 
with the changing stress of demand the significance of any 
kind of labour changes also. If this fact could be universally 
recognised, one cause at least of unemployment would be 
removed or qualified ; for it is obvious that the attempt to 
maintain a standard wage, or to fix a minimum wage, 
independently of fluctuations in tbe market of the product, 
must, so for as it succeeds, throw men out of work when the 
demand falls, until the marginal value of the reduced product 
and the marginal significance of the reduced number of 
workers bring about equilibrium. The larger product 
might have been sold at the lower price, and all the workers 
might have been kept in employment at the lower wage. 
And the supplies , of the rest of the community would have 
been' maintained at a higher level. 

There is, however, no limit to the possible fluctuations of 
demand, and however much tbe principle of the sliding scale 
were elaborated and extended, and even if it ^ere applied to 
all interests, rents, and salaries, fluctuations in demand might 
reduce all concerned in a given industry to a starvation wage, 
if not to absolute unemployment" 

Obviously, the only real issue from such a state of things 
will be found in the draining off of labour from tbe depressed 
industry to others. This is a process beset with inherent 
difficulties in the want of mobility and versatility on the part 
of the workers,^ but the difficulties are indefinitely aggravated 
by the jealousy with which any invasion of other industries 
(all of which normally regard themselves as overstocked*) is 
sure to be regarded. 

Note, further, that every business must be carried on to a 


great extent on a speculative basis. Promises of all kinds are 
^ . , made’ in anticipation of the results of an industrial 

depression Undertaking. Thus, before a great ship is launenea 
and erisM. ^ great building completed, not only an immense 
number of promises, but an immense number of payments have 
been made in anticipation of the value that tbe completed 
work will have. All kinds of estimates of the marginal 


1 It hu often boen noted thnt old sailora an scarcely ever ODt of a job, 
becauM of their gaoeral reaourcefnliMae and ▼ersatility. 

‘ See pagee S4S tqq. ’ See pages 370 
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significance of land, tools, technical skill in directing and 
executing work, and every variety of factor of production, have 
thus been formed and acted on. These estimates are not 
necessarily correct. When the whole commercial community 
is in high spirits and feels successful, vast numbers of over- 
estimates of the worth of things may be indulged in. Payments 
out of current stock may be made on the assumption that the 
stock is being more than replaced pari paisw, and while the 
country thinks itself growing in wealth, it may in fact be 
living on its means. At last the time for keeping promises 
and replacing expenditure comes, and the resources from which 
this was to be done are found not to exist In detail this is 
a chronic phenomenon in all periods, whether of prosperity or 
of depression. Individual firms are perpetually becoming 
bankrupt because they find tliemselves unable to keep their 
promises ; and others who have promised or performed on the 
strength of these promises are involved in the ruin in their 
turn. But if business in general is sound, these events do not 
shake the general confidence, however much they discourage 
or hamper individuals. If, on the other hand, the general 
estimate has been at fault and the commercial world collect- 
ively, or in a particular country, has consumed mote rapidly 
than it is creating, and has promised what it cannot perform 
a general shudder of nervous apprehension will run through 
It when the discovery is made. People become afraid of 
promising anything at all, and still more afraid of paying in 
advance, or of trusting other people’s promises, and the whole 
Mmplex system of mutual supply becomes more or less paralysed. 
Mechanics and others have been receiving and have consumed 
more than the equivalent of their marginal significance, and 
now that this is known they cannot get the same wages any 
mora Meanwhile, the people who gave them more than they 
get from them are impoverished or ruined. And not only do 
many people realise that they have spent more than they liad 
or more than they could afford, and are actually in poverty 
but the means of communication and combination by which 
alone we can prosper have been disorganised and the mutual 
confidence without which the industrial machine wiU not 
work has Wn shaken. A starves for want of the things that 
can make; B starves for want of the things that C can 
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make ; and C for want of the things that A can make ; because 
A, B, and C can onlj be brought ioto relation with each other 
by a system of speculative proipises which no one dares to 
make or which uo one cares to trust. Now, as soou as a man 
finds that he cannot sell his goods at the accustomed price, he 
complains of over-production and says that the markets are 
glutted. Thus we have the paradoxical situation of general 
“over-production'' and "glutted markets/' accompanied by 
general want. That is to say, apparently, there U so much of 
eveiy thing that no one can get anything. But it is not really 
the abundance of the things produced, or the abundant power 
of producing them, that causes the mischief, but the timidity 
or forlorunesa of those who weave the vast and intricate mate 
of promises, through conddence in which alone things can be 
moved from those who make to those who use them. 

For recurrent general depressions the only radical cure 
seems to be a raising of the intelligence and conscientiousness 
both of the directors cf industry and of the public. It is 
possible that this may ultimately he furthered by making them 
state officials, hut at present the socialistic Utopias are generally 
characterised by totally ignoring the necessity of any connection 
and proportion at all between promises and the means of 
fulfilling them.' It is said, however, that private persons are 
already beginning to take advantage of slack times for outlay 
on permanent plant and improvements ; and it seems ideally 
conceivable that the State should pursue a similar course, and 
should undertake public works, that must be executed some 
time, in the slack periods when they can be executed at least 
expense, and will, at the same time, have a tendency to 
counteract a serious evil.* 

Note, finally, that it is easy to exaggerate the magnitude 
of the material difference between prosperous and depressed 
times. The bulk of the business of the country goes on 
successfully all the time. It is only over a comparatively 
narrow margin that inflation and contraction succeed each 
other. 

The question may often have presented itself to reflective 
minds whether it would be possible, by limiting the area of 
commercial intercourse, to prevent the inhabitants of a given 
* Cf. 682 • Cf. W 967 . 



OH. I 


SAMPLES OF AKALY91S 


64} 


country from being swept into the storms of the whole 
industrial world Jost as it is ai^ued that a yeoman ry, living 
largely on the direct products of its own industry, 
would be less liable to desolating economic disturb- fluctuatioas 
ances than a manufacturing population, which is 
helpless to supply its own wants if the world markets cease to 
demand its product, so it may be a^ed in the abstract that 
the fluctuation within a limited area will be less violent and 
disastrous if it is approximately self-supplying than if a 
considerable portion of its population are liable to bear the 
brunt of changes in the currents of the whole commerce of 
the world But though the question whether such relative 
isolation and self-sufficiency are possible, and whether they 
might be expected to yield a balance of advantage, is perhaps 
arguable in the abstract, as a matter of fact no scheme of iiscal 
union is ever based on any such idea of shielding a suitably 
constituted area from the commercial storms of the world. 
The fact becomes obvious when we note that actual or proposed 
areas of 6scsl union are always determined by other than 
commercial or economic considerations The United States of 
America are often cited as furnishing a typical case of 
protection, but we should never lose sight of the fact that 
there is free trade within the United Sutes themselves, so 
that it seeme safe to assert that there is no other free trade 
area of so great an extent and embracing so wide a variety of 
natural and social conditions in the whole world, Moreover, it 
is generally supposed that the United States would welcome the 
accession of Canada, and in case of a union would at once throw 
down the fiscal barriers that now separate the two countries. 
If this is so, one is led to the conclusion that the tariff is not 
maintained on economic grounds, and that no economic loss 
would be anticipated from its removal In the same way 
the desire to federate the British Empire fiscally is clearly 
determined by other considerations than those of an 
economically convenient and suitable area, containing a 
due balance of productive resources; and the desire of all 
advanced industrial communities to find external markets 
for their “surplus products” shews that they have no idea 
of cutting themselves off from the great worid-streama of 
commerce and constituting themselves into self- supplying 

2 T 
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groups of a 8i2e and character determined bj the prospect 
of economic stability.^ 

It will be a good exercise to see bow far we can trace the 
meaning of such an act as subscribing a guinea to a famine 
^ V • ^ fund in India. The root fact is that there is a 
to ft fftiDm« short^e of food, and the inevitable deduction seems 

fund. ^ ^ beast must somewhere go so 

much short. ^ If the otherwise starring Hindus are fed, thej 
must eat food that some one else would eat if tbej were left to 
starve. Now, if I subscribe a guinea, it is exceedinglj im- 
probable that I save that guinea out of food. Even if I did 
we should have to inquire in what way the food that I should 
have eaten gets, directly or indirectly, to the Hindu ; but if 
I eat just as much as I should have done, the more perplexing 
question remains : Who abstains from food because I sub- 
scribe a guinea? How does my subscribing make him 
abstain, and how does the food from which he abstains reach 
India directly or indirectly? Let us consider the special 
circumstances, which would of course vary if iShe famine were 
not in India, but in China or Sicily. To begin with, we may 
assume that, there is no actual lack of food-stuflfe in British 
India as a whole, even in time of the severest famine. 
Probably there will be plenty of food near the famine-strioken 
districts, easily accessible. The trouble is not that there is no 
food, but that the ryot has no money or general command of 
wealth by which to get it Nay, it ia very possible that the 
starving ryot has himself managed to grow rice enough for 
sustenance and next year's seed, but has to sell to enable him 
to pay taxes.* Now a certain not inconsiderable part of the 
taxation of India is devoted to the payment of pensions and 
annuities in England. This, then, is the situation. India 
exports rice in order (amongst other things) to pay peusioiw 
in England. Suppose, in the first instance, that English 
pensioners or annuiUnte, who would actually have consumed 
a guinea's worth of Indian rice, determine to subscribe a 
guinea to the famine fund, and to go short of the food them- 

‘ For •oiDft nmik9 on unemployment ond “ tariff wfora,” ftee pegw 

t See, bovftTftr, poge M. 

» Sta Vftnghftn Nfteh. The Oreal Famine, pogw 184 London, iWV, 
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selves. That is to saj, they give up eating the rice and cat 
nothing eUe instead. The case would then be perfectly 
simple The distressed ryots would either keep theii own 
rice or ouy rice from a neighbouring district^ and India would 
export less rice by that amount. Money can in this case be 
eliminated from the question, and we can regard the English 
pensioner as simply giving the ryot a bill on himself for the 
price of the rice which he has never received, The ryot can 
then either keep his own rice and pay his taxes by his bill on 
the Englishman, or can buy rice from his neighbour with the 
bill and pay bis taxes out of other resources. It would be 
exactly the same if you or I abstained from the rice, and 
subscribed the guinea. In that case the essential facts might 
be represented thua 1 allow India to draw a bill on me for 
a guinea, and at the same time 1 abstain from eating rice. 
India, instead of selling rice to raise a guinea for the pensioner 
in England, sends him the bill upon me for that amount, and 
keeps and eats the rice ; leaving me to pay the pension, But 
now, suppose that the subscribers, instead of abstaining from 
rice, abstain from stalls at the opera, or dishes of early 
asparagus or strawberries, or that they travel third class 
instead of first, or go without books they would otherwise 
have bought, or trench upon their other charities. How does 
this relieve the famine ? The immediate answer is obvious 
and is the same as before. India has leave to draw a bill 
upon the subscriber, and, therefore, is not compelled to 
sell the rice. There is, therefore, so much more rice in 
India, and so much leas in the general market, and it follows 
that somebody must go short. But the accounts are not 
“cleared as they were in the former case, and we must pursue 
our inquiries further. Two apparently independent centres 
of disturbance have been established. On the one hand, the 
rice market in England is to a certain extent depleted. Our 
previous studies enable us to form a perfectly clear conception 
of what that would mean if it stood alone. What would have 
been the marginal demands had the supply been as great as 
usual would remain unsatisfied. The price of rice would rise, 
and certain people would either go without rice altogether, or 
would take less than usual As we need not suppose that any 
of the phenomena we are examining affect the incomes of the 
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majority of those abstaioers^ they would presumably increase 
their purchases of the most obvious substitutes for rice, let us 
say sago, tapioca, or Indian com. And since at present we 
have seen no reason to suppose that the available supply of 
these substitutes would be in any way increased, these 
markets also would feel the reaction, and there would be a 
tendency to a rise. And so, in widening circles, the effect 
of a shortage in rice would diffuse itself, and minute abstin- 
ences would be the result, until the whole effect of the 
shortage was exhausted in the diminished satisfbctious of a 
great number of individuals who had unconsciously and 
unintentionally made minute marginal concessions to 611 up 
the hideous void in India, where for once we watch a margin 
actually running back, unless arrested, to the origin itself. 

So far, then, the effect of my donation to India has been 
to diffuse the suffering caused by the shorty of the rice 
crop, and this is entirely satisfactory. But, so far as we have 
yet gone, though the diffusion is in itself a subject of con« 
gratulatioD. it 'is a little surprising to discover that Cbe 
persons amongst whom the actual loss is diffused appear to 
be entirely involuntaiy agents in the transaction. 

But we have only traced the movement from one of the 
centres of disturbance. Let us .now return to the other. li 
I economise in my railway travelling or in my payments 
at the box-office of a theatre, I do not save any expenditure 
except to myself. The first-class carriage in which I should 
have travelled is run just the same, and the performance I 
should have witnessed takes place ; but the shareholders of 
the company or the proprietors of the theatre are a guin^ 
to the bad. So far as I am concerned, the balance-sheet is 
made up. I have given a guinea to the ryots, and I have 
gone without a guinea’s worth of comfort or enjoyment. But 
the enjoyment or comfort that I have forfeited is not trans- 
ferred to some one else. It has perished, or rather it has 
never come into existence, but has remained a dormant 
opportunity. I am the loser to the full extent ; but nothing 
whatever has yet been done towards economising rice, 
again, though I bear the loes of the pleasure or comfort that 
has not eme^ into actuality, yet the management of the 
theatre or the shareholders of the company have their resources 
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curtailed by the full extent of the guinea of my subscription, 
and they must bear the loss too. I, therefore, compel tliem 
practically to pay the subscription over again in some shape 
or another ; and they again have the alternative of standing 
out of some open opportunity already provided for thenj, or 
of going without some material transferable thing which is 
there not potentially but actually. We may carry on this 
process as far as we like in the im^ination, thotJgh it is 
clearly impossible to trace it in the concrete, as the pressures 
becomes more and more diffused. It is im])OS8ible to say 
how many potential enjoyments, or exclwnges of service, are 
sterilised without in any way affecting the consumption of 
rice. But, ultimately, the pressure must come home somewhere 
to persons who economise by going without material things, 
We need hardly repeat the stock warning that no sharp line 
can here be drawn. Gathered fruits or cut flowers stand 
more nearly on the footing of a stall at the opera.house or a 
journey in a first-class railway carriage than on that of a 
bag of rice or corn. The opportunity they offer is open, 
indeed, for a longer time than the opportunity of witnessing 
the performance or Uking the journey, but they are indefinitely 
more perishable than a bag of grain, and it may well be that 
if I do not buy them, they cannot be kept and supplied to 
some one else. In that case the vendors will be the losers, 
wholly if they cannot sell at all, partly if they are obliged 
to make a reduction at the close of the market. In the 
latter case the loss is not complete, but a product which would 
have satisfied a want higher on the collective scale goes to 
satisfy one lower on that scale. There is an objective loss, 
amounting to something short of the whole objective value 
that would have been realised ; but whethcj* tliere is psychic 
gain or leas no man can say. In any case nothing has 
yet been done towards bearing the ultimate privation caused 
by the shortage of rice except just so far as the enjoyment 
I have abstained from is directly or Indirectly a substitute for 
the consumption of rice. 

But the widening effects of my abstinence are reaching 
the same diffused markets which the widening effects of tlie 
relief of the Hindu's starvation have reached, and they are 
acting in opposite directions. While the retention of rice 



646 


THE COMMON SENSE OF POLITICAL ECONOMY BC. ut 


itk India is raising demands, the enforced abstentiooa in 
England are lowering them* and so theoretically we have 
found the meeting-place, and have seen not only that the 
relief of the famine in India is directly caused by my abstain- 
ing from a certain enjoyment, but also that the effects of 
these two primary phenomena theoretically meet and counteract 
each other through avast network of minute capillary channels. 
It still remains true, however, that my voluntary subscription 
causes an undefined series of involuntary contributions on the 
part of those whom my contracted expenditure affects, and 
that these are passed on from hand to hand, repeating and 
multiplying themselves in diffusing circles, and all of them 
without effect in relieving the markets upon which extra 
pressure has been put. so long as they affect forma of con- 
sumption which are not effective substitutes for the consumption 
of rice. Further, it remains true that the ultimate abstinences 
ai'e borne by involuntary, not voluntary, ^ents, except in so 
far as the original subscriber actually abstains from such 
food -stuffs or other commodities as are direct or indirect 
substitutes for the rice. 

Now, note that the unforeseen and sudden nature of the 
demand is the real cause of the disturbance. If an enlightened 
administration came to the conclusion that the regular levying 
of taxes, together with irregular appeals to charity for their 
practical remission, was a wasteful method ; and if the English 
public were to make up its mind, onoe for all, to give peace 
and justice to India on easier terms ' than are now nominally 
exacted, and were to r^^ularise and rationalise the methods 
on which these lower terms were enforced ; we might then 
have a continuous instead of an intermittent abstinence on 
the part of the British public from certain satisfactions in 
order to relieve the pressure upon India. The energies which 
are now devoted to the construction of first-class carriages, 
the production of operas, and so forth, would be turned into 
other channels, and might, directly or indirectly, produce food 

» Tb« MltriM of thf lodUo ©fficUta, pronoM ftod oU, tn ■ortlj not hi^«f 
tbnn tbo morkot tbIm of the tnlont nod 6doU^ tboy exorciM «t tn^ 

pooto. So for M thot goes, tho jnotico ond ponco giTon hw cnanot 
bo purcbMod on eonor tonno ^ bnt Rnglnnd might givo thtm to 
lem thnn thoj coot, iaotood of chnr^g bor tbo foil price «nd tboa giving c 
dolos whoa she io mined. 
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to make good the diminiflhed tribute in rice from lodia. And 
even if no direct ptoviAion could in all cases be made, so that 
an ultimate shortage of food was somewhere felt, at anj rate 
there need be none of that incidental and gratuitous waste that 
OUT analysis has traced as due to the intermittent character 
of the claim upon England's charitj and the inability of the 
machinery of the economic world to adapt itself to it. 

Now let us eliminate the that the auflering to be 
relieved is in one country, and the abstinence that relieves 
it in another. We may suppose that a disaster has occurred 
in OUT own country and that subscriptions are made to relieve 
it. Here the conditions are essentially the same as before. 
There will be two centres of disturbance, caused respectively 
by the destruction, say, of crops and herds, due to a flood, and 
by the contraction of my own expenditure, when 1 have by 
my subscription transferred a part of my purchasing power to 
the sufferers ; and unless the things 1 abstain from are precisely 
the things which the reheved sufferers consume, my alMtinence 
does not cover their consumption, and the same succession of in* 
cidental and, so to speak, gratuitous losses that we have already 
traced will accompany the process of my compelling some less 
well'tonlo person than myself involuntarily to incur the really 
effective abstinence that balances my beneficiary's consumption. 

Now let us take another step and eliminate the element 
of suffering or loss altogether, simply supposing that one person 
in England makes a gift to another. The difference here is 
that there is no primary loes to be made good. We are not 
supposing that there is a shortage anywhere. But, if the 
presentation is not one of a group of actions that has been 
contemplated and provided for in advance by the enterprise 
of the industrial world, that is to say, if it constitutes a dis* 
turhance in the regular and anticipated course of events, it 
may be accompanied by all the incidental disturbances that 
we traced in the other case. If 1 buy for my friend some- 
thing different from what I should have bought for myself, or 
if I make him a present in money and what he buys with it 
is not the same thing that I abstained from, then two markets 
are affected. Prices tend to rise in the one and to fall in the 
other, and there is a suction in the one case and an obstruction 
in the other, which, if continued, would tend to draw produc- 
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tive resources down one sot of cbAnnels to the relief of the 
other. ^ Meanwhile, there is a certain amount of waste of ser* 
vices and of swiftly perishable commodities, and as the relative * 
places on the communal scale of a variety of things are directly 
and indirectly shifted up or down by the tightening and 
relaxing demands, certain people are made richer or poorer. 

And now, finally, we may eliminate the hypothesis of a 
gift altogether, and may see exactly how any sudden change 
of expenditure tends to produce loss and disturbance. The 
provision already made for the expenditure which ceases will 
run more or less to waste, and the increased demand on 
another market will squeeze out certain marginal claimants 
upon it, driving them to alternative forms of expenditure. 
But. as the increased expenditure in the favoured market 
improves the position of those who command iU wares, it is 
probable that some of them may secure, in the falling market, 
some of the satisfactions from which I have turned aside, and 
caused others to turn aside, and so far the wastage of accumu- 
lated resources and talents which my contracted expcnditurt 
has caused will be checked- Some waste, however, there will 
always be, as well as the disturbance of the raised and lowered 
values of existing goods. If the new order of things becomes 
established, the distribution of the factors of production adapts 
itself to it, and the things more in demand are produced 
instead of those less in demand, and there is no continuous loea 
The incidental disturbance due to any change, as such, 
may be ignored when there is a great and obvious purpose to 
be served, such as in our instance of the relief of famine. Not 
need it trouble the most scrupulous conscience when it is of a 
casual and personal nature, for such irregularities are always 
taking place, and in the broad cancel each other. But 
capricious changes in fashion have, doubtless, a depressing 
effect upon the material and moral condition of the industrial 
populations they affect; and even where a new invention or 
reformed administration increases the resources and the w^- 
being of the communi^, the incidental disturbance may be dis- 
astrous in its local effect, and, unless some provision be mwe 
to meet it, may be a heavy social offset against the total gain. 

In leaving this subject we may note that we have through- 
j sm p«^ see • Cf. psge* ess-esr. 
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out boen ussumiDg a rigidity ” iu the industrial organisation 
that allows no room for play/' As a matter of fact it would 
require very extensive movements to complete the circles in the 
way we have supposed. Any small changes of pressure would 
probably exhaust themselves long before their effects met and 
counteracted each other in diffused markets, and at every point 
spare energies might be released and directed into compensating 
channels. To take a single instance ; a rise in the price of any 
food might make it just worth while to harvest some small and 
distant crop in some part of the world that would otherwise 
not have paid for the picking or saving and transporting. 


We are now in a position to enter upon the last inquiry 
to be undertaken in this chapter, namely, the meaning of 


estimating the national income at so much, and the 
value of the speculations as to the average income 
which it would secure if wealth were more evenly 
distributed. I may warn the reader in advance 


TotftI 4Dd 

Bftlioiul 

income. 


that we shall reach no particularly definite or novel results ; 
bat the inquiry will itself. 1 think, constitute a particularly 
valuable exercise. 


What would be meant by saying, for example, that the 
total income of England is about seventeen hundred million a 
year, and that this gives an average of £40 a head, or of 
£200 for a family of five? The total income is arrived at 
by adding up the estimated incomes of individuals. Both the 
national and the individual incomes are expressed in terms of 
gold. But how are these incomes reckoned, and in what do they 
consist ? If a man earns his living by growing vegetables and 
selling them in the market, he acquires a certain command of 
commodities and services that other people control and which 
they consider ma^inaDy equivalent — each to each— to the 
lots of vegetables they receive from him in exchange. The 
vegetables be produces, therefore, are the communal asset that 
is represented in his income. They are what he contributes. 
What he consumes is contributed by others. If he pays rent, 
then pert of this asset of vegetables is represented not in his 
income, but in that of the landlord. But what if the man 
earns his living by teaching Greek, or by book-keeping, or by 
preaching, or by dancing, or by company -promoti ng ? He 
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renders services, la return for which he receives certain things 
be desires. The communal asset is bis services. They are 
what he contributes. What he enjoys is contributed by others. 
The communal income, then, though measured by marginal 
slgnihcances in gold, is constituted by the marginal significance 
of everything made, produced, or done, that enters into the 
circle of exchange. The revenue of a community for a year 
is all the desired things, whether material commodities or 
services, which come into existence that year. Hence, if my 
income is £500, and out of it 1 pay a servant the equivalent 
of £30 in board and lodging and wages, her income will be 
estimated at £30 and mine at £500. And this will not be 
counting her £30 twice. 1 have rendered services that count 
for £500, and she has rendered services that count for £30, 
and both are reckoned in the national income, just as much as 
the wheat grown by the farmer. Many reflections are at 
once provoked. Naturally, the total income of a nation tells 
us nothing unless we know bow it is distributed. Wealth and 
starvation side by side may shew as large a total as evenly 
distributed comfort would. Again, the income of the nation 
consists only in exchangeable things ; but we have seen ' that 
the true revenue of satisfaction, enjoyment, or vital realisation 
and experience (whether of the individual or of the community), 
though supported by things in the circle of exchange, is neither 
secured nor measured by them. Probably, if any oommunity 
realised this, its income would decline and its well-being 
would increase, for it would create less and enjoy what it 
created more. 

Again, as all wealth is estimated by its marginal eigoiflcance 
in gold, it would be possible for an increased supply of any 
commodity or service, except gold, to appear on the estimate 
of the national income as a loss. For, if the fall in marginal, 
significance relative to gold should more than compensate the 
increased supply, the total area of enjoyment, ^ould increase 
while the total exchange value of the comm^ity decboed , 
and a gain in the means of satisfaction would be registered 
as a loss of wealth. If gold increased in greater proportioo 
than other things, prices would rise and all supplies would 
be registered at a higher figure and so the income of the 

' PBg«» ISS $f. 
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countiy would rise all round, whereas only gold would really 
be more abundant. In all careful statifitics this is allowed 
for, and an Index Number'* is used which measures values 
not in gold but in a complex unit that may be supposed to 
give a much nearer approach to psychic or vital stability. 

Innumerable sources of error and illusion, however, remain. 
Since all services and commodities are impartially estimated 
at their market value, the tools that the burglar buys and uses 
are just as much a part of the year's income as those that the 
fanner usea The services of two rival “ travellers '* who are 
eadeavouring to capture the same market count as much in 
the national income as if they bad been bringing conveniences 
and utilities within the reach of persons who would otherwise 
have gone without them. Mutually destructive or inherently 
vicious activities and services count for as much as construc- 
tive and wholesome ones. The ‘‘services" for which the 
wages of shame are paid constitute a part of the national 
revenue as much as any other;' but if Portia is Brutus's 
wife and not hie harlot her companionship ceases to count in 
the national revenue. And, moreover, any changes in the 
tastes, habits, or morals of the community which enabled them 
to derive increased enjoyment from their own personal activities 
or their mutual intercourse would tell for nothing in the 
estimates of national wealth. 

All this, however, and much more of the same sort, is 
admitted. It must not be lost sight of, but it need hardly 
be pressed, for it is all generally allowed, and some of it is 
habitually realised. Any one who says that the national 
income amounts to £40 a head means no more, at most, than 
that the resources of the countiy are such that there is 
enough for every one to have forty pounds- worth, at the rates 
now current, of the things and services in the circle of 
exchange that, wisely or foolishly, virtuously or viciously, he 
desires. But it is just this proposition that we must now 
proceed to examine, for it is by no means obviously t^^ie. 

If, indeed, we could be sure that, however the wealth of the 
wuntry were redistributed, the same things would be wanted 
in the same quantities and with the same relative intensities 
by the people then in a position to realise their desires as they 

^ Ct pftgea 1S4 197 . 
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are now by the present commanders of wealth, then, truly, all 
the activities of the country might go on just the same and 
the revenue might remain the same, only the things and 
services now made and rendered would be given to other 
people. Indeed, less than this would satisfy us, and would 
justify us iu speaking of the average income of the country 
in the usual way. We have learnt to distinguish between 
the immediate disturbance and the ultimate effect of any 
chauge, and the former of these considerations may be ignored. 
It will be enough for us if the resources now devoted to the 
production of services and commodities desired by those who 
are at present in a position to command them, are capable of 
being BO diverted as to produce commodities and services 
denmnded in the new order of things, in such quantity and 
quality that, estimated at their marginal significance, they 
would total to the same amount as at present. Have we any 
right to assume that this will be so ? Let us tiy to see. 

The mere fact of a thing being desired by a number of 
wealthy men gives it a high marginal value objectively. It 
is possible to conceive, for example, that a man of very great 
wealth might be willing to offer a larger sum for a great area 
of land for purposes of sport than a number of poorer men 
might be willing to give for the same land for purposes of 
subsistence. Strange and paradoxical as it may seem, the land 
would in this case occupy a higher place on the scale of 
preferences of the man to whose pleasures it made a slight 
addition than on the scales of the men to whom it made the 
difference between a hard life of unrelieved toil end a fair 
degree of comfort ; * because the wealthy man has so great a 
command of generalised resources and commodities that the 
whole amount which would make the vital difference between 
poverty and comfort to a hundred families signifies very little 
indeed to him, and opens to him no alternative more eligible 
than that of adding to his game preserves. The price of the 
land, therefore, is higher because of the existence of a few very 
rich men than it might be if there were the same general 
command of resources and services in the community, more 
evenly distributed- Thus land might stand lower on the 
communal scale, if wealth were more evenly distributed. 
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One may see the same fact illustrated in the case of tlie 
fees that an eminent surgeon or counsel can command. It 
there are a number of exceedingly wealthy men in the coin> 
munity, there may be many persons to whom the difTereiiee 
between the services of the acknowledged possessors o( tlie 
very highest skill in their respective branches, and tliose wlioin 
skilled opinion places just one distinguishable degree below 
them, might weigh in the scale as heavily as anything else 
that could be got for^ say, £200; and it there were enough 
of these persous to employ the energies of some two or 
three surgeons, they might command fees of five liuudred 
guineas; whereas, if there were no veiy wealtliy men, uo 
considerable body of persons would caie to spend more tlian, 
say, £20, or £10, or 10a, as the case might be, on the meotul 
satisfaction of thinking they had got lUe services of those 
whose public reputation was supreme, in piefeience to tlie 
services of others, possibly quite as good, and certainly barely 
distinguishable from them in excellence. If 1 suppose that 
by going to one dentist I can have one per cent greater security 
against present or future suffering than if I go to another, I lie 
extent of my general resources will determine the amount at 
which I am willing to purchase this extra security. If I am 
a millionaire and urn unfortunate enough to require tlic ampu- 
tation of a limb, the difference between three hundred and five 
hundred guineas sinks, in the presence of such a crisis, below 
the range of perceptible distinctions. If my whole income is 
not above a few hundreds, I shall be well content with tlic 
services of a matx of good local reputation in whose hands I 
shall feel reasonably safe ; and if he will perform the operation 
for £20 I might not be willing to give £30 (much less £000) 
for the services of the top man in the profession. Thus the 
difference between a cerUin exercise of A's skill and of I Vs may 
be valued at £480, or at something under £10. in the estimate 
of the national income, according to the degree to whicli tlie 
inequalities in the distribution of wealth have been carried. 

It is unnecessary to multiply examples. It is sufficiently 
clear that if the command of the collective resources of the 
community were more evenly distributed, they would all be 
there just the same. The suigeon’s skill and every other faculty 
would be there, available for the relief of suffering, and the 
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dustainlQg and adorning of life, but minute differences would 
not count for so much, relatively to staple articles, as they do 
now. Whereas fine distinctions of talent in music-hall stars ” 
and others, who render services to masses of persons at once, 
might possibly command greater not less differentiated re- 
muneration. But these latter cases would be exceptional. 
When we think of the scheme of values in the minds of 
the rich and poor respectively, we must surely feel that these 
considerations entirely vitiate the calculatiooe made from the 
total income of the nation to the ideal “ average which each 
might enjoy ; for if we divide the national income by the 
population and say that the quotient is £40, what that suggests 
is that there is now enough to give every one the things that 
he individually would buy if under present circumstances, and 
with present prices ruling, he had £40. But this is not so. 
He would have a share in the national revenue of things and 
services, the items in which share, taken severally, can each 
find somebody now who attaches such a value to it that all the 
values added together make up £40. But to some of them 
no one not immensely rich could attach the high values they 
now bear, so that if wealth were evenly distributed they would 
be there, but would not be valued by any one at such a figure 
as to make up the average of £40. 

This does not mean that there would be a material loss to 
set against the psychic gain of a more even distribution. It 
merely means that the avenging of the national income, 
objectively measured, gives an unreliable estimate of the actual 
command of the things he desires which his share of that 
revenue would secure to each individual. 

Bat, it may be urged, although it is obvious that a family 
with an income of £200 a year would not value jewellery or 
game preserves, choice bindings or editiciu de Ivat, thorough- 
bred horses or skilled professional services, at the figures they 
now command, yet this would merely create a disturbance for 
a time, if the change were sudden ; and ultimately the talents 
and resources that are devoted to the production of these things 
would flow down other channels and would produce equal values 
in the things that are now most in demand. But can we 
really place any reliance upon this ? The talents and resource 
that are now devoted to the breeding of a bull-dog worth £1000 



CU. I 


SAMPLES OP ANALYSIS 


655 


might conceivablj, if diverted, produce the year’s food, clothes, 
shelter, amusement, and so forth, which five families of five 
each would demaod, if each family had an income of £200 
a year ; and our general assumption that all free resources can 
be turned into various channels at approximately equivalent 
commercial significances seems to imply something like this ; 
but the assumption is far from aafe even as a ]>ritna facu 
probability if we are supposing the change in the direction of 
resources to be not a mere shifting of margins but a substitu* 
tioD in bulk of one set of industries, for another. It does 
indeed seem at least possible that the kiod of talent that 
produces prize bull-d<^ might succeed in producing parti- 
cularly fertile varieties of plants and animals that would be 
valued under tbe new conditions. But no one can say how 
these things would work out in terms of marginal value in 
gold ; or whether, for instance, the general distribution of the 
population of the earth over her surface could remaiu sub- 
stantially the same as it now is if the processes of industry 
were so completely revolutionised as they would be under the 
conditions we are supposing. 

Forecasts on such subjects must be based on general 
considerations, and their speculative character should be 
recognised. An extensive redistribution of wealth would 
certainly change its psychic significance, but its actual aftev.t 
cannot be arrived at by any such simple process as doing a 
division sum. And statements based on such a procedure 
have a delusive air of solidity and precession against which 
we should be on our guard. If we are confident that the 
world, or any particular community, is rich enough to enable 
every member of it to live in human comfort, our confidence 
must be based on our general belief in the vereatility and 
resourcefulness of human intelligence, and our anticipation 
that the reaction of a more even distribution upon the 
energies, tastes, and morals of the community would be such 
as to heighten rather than to lower the effectiveness of human 
effort, 

This confidence is not shared by every one, and, therefore, 
the desire for a more even distribution of wealth, which 
animates moat social reformers, ie looked upon with open 
suspicion or with secret misgiving by many men who would 
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be slow to admit that they were willing to purchase the 
luxury of the few ut the cost of the penury of the many. 
They believe that all devices for relieving poverty at the 
expense of wealth will result in impoverishing the rich 
without enriching the poor in the first instance, and in still 
further impoverishing the poor ultimately. The only basal 
answer that cau be given to such forecasts is that we must 
at least try to devise such methods as may make the experi- 
ment worth trying ; but it is well, meanwhile, that we should 
try to face the implications of our Utopia itself, suppose we 
could get to it. And to this we are led by some aspects of 
the inquiry we have just concluded. 

We have asked whether the talents that are now devoted 
to choice bookbinding, for instance, could under changed 
conditions produce improvements in the potato crop that 
would stand on the relative scale of the new community as 
high as the object of artistic beauty stood on that of the old 
one- Well, if they could, and if they did, there would doubt- 
less be a psychic gain, but would there not also be a psychic 
loss? Few of us would dare to say that we prefer a 
society in which there are both slums and culture to one in 
which there is no want and no refined artistic taste. But, 
nevertheless, if the disappearance of poverty meant the dis- 
appearance of a wealthy and leisured class, and if the disappear- 
ance of such a class meant the disappearance of what we now 
think of as refined tastes, refined manners, and all the finer 
artistic enjoyments, we should feel that a heavy price had 
been paid. A comparison, however, of such social and 
economic conditions as those of Denmark with those of 
countries of greater wealth and greater poverty does not 
support the belief that the higher qualities and finer tones 
of the intellectual and asthetie life need fear anything from 
more even distribution of wealth. 

One thing, however, is verj deer; namely, that there 
actually are some satisfactions or indulgenoes which in the 
nature of things could not become universal, even if our 
general command of material resources were indefimtely 
increased, and which must tend to disappear if wealth is 
more evenly distributed. And the examination of a case in 
point may serve to remind us of the necessity of constant 
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vigilaace gainst the tacit assumption that what is possible 
to any one is possible to every one. 

Napoleon may have wished to encourage the belief that 
every soldier carried in his knapsack a marshars baton. But 
he must have known that» however true it might be that any 
soldier might rise to the position of a marshal, that fool of a 
word " impossible was the only one to apply to the supposition 
that soldier could do so. For the existence of one 

marshal implies the existence of a number of soldiers who 
are not marshals. In like manner it is possible in any 
advanced industrial community for any man to become 
wealthy ; but it is not possible for every man to become 
wealthy, with the implications we now attach to the term . 
for, included in our conception of wealth (even in tlie modest 
degree to which every middle-class establishment aspires to its 
possession) is the keeping of servants. The personal ideal 
then, at which middle -class people aim, appears to be one 
which canuot in its very nature be universally realised ; for, 
if we cannot all be marslials, neither can we all belong to the 
servant-keeping class. This is the most obvious and stubborn 
of a great number of facts indicating that most of us wish to 
comanind the services of others on terms on which we should 
not wish to render them ourselves. 

People who for any reason have done all their own 
housework know how much of it there is which is not 
worth doing for the sake of enjoying the results. Amazing 
simplifications of life take place, for good or ill, wlien tlic 
alternative is to work the apparatus of a complicated life 
one's self. 

Let us suppose that one family enjoys au income of £500 
a year and another an income of £100. One member of tlie 
poorer family goes into service with the richer family and 
receives in food, wages, and accommodation, the equivalent of 
£30 a year. The income of the poorer family is now scheduled 
as £130, and the joint incomes of the two families are £630. 
Had the girl stopped at home and done the same things for 
her own family that she does for the other family the joint 
incomes would only be £600. iVima both families 

would be the losers, not only nominally but really, for the 
poorer family prefers £30 a year in other things to the 

2 0 
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services of the girl, and the richer family prelers the services 
of the girl to £30 worth of other things. But now, suppose 
chat the ineouie of the poorer family rose, from independent 
causes, to the level of the other. The family, now in command 
of £500 a year, might not only prefer to keep their daughter 
at home rather than that she should earn the equivalent of 
£80 elsewhere, but might further desire to command the 
services of another girl at £30 a year, and nught soon come 
to consider themselves the victims of extreme social hardship 
if they could not get her. But *' where everybody's somebody, 
there no one's anybody"; and if the rendering of personal 
services stands no lower down upon any one's scale of prefer- 
ences than it is upon yours, you must either (1) render per- 
sonal services yourself, or (2) get them from other people at 
terms which you or your compeers would accept, or (3) go 
without them. 

Thus we see that not only an equalised distribution 
of existing wealth, but changes which should raise the 
resources of the poorer to a level of those of the richer 
without any corresponding loss anywhere, would in themselves 
render the realisation of the usual middle -class ideal im- 
possible. 

Such reflections may cause many searchings of heart, and 
may bring home to us the danger of allowing a not inconsider- 
able gap to arise, unobserved, between our social sympathies 
and the goal to which our practical endeavours are directed. 
On the other hand, it may strengthen our sense of the true 
nature of independence, end may direct our thoughts to many 
possibilities of simplification of the apparatus of life by 
extension of our communal as distinct from our private 
opportunities, and dissociation of the idea of enjoyment from 
the idea of exclusive possession and command. The flower- 
beds in a public park may be enjoyed by hundreds of thousands, 
and half a dozen gardeners may give as much pleasure as 
^ hundreds could have done if each of them had worked at that 
which only a few could enjoy. In the National Gallery or 
the Louvre the poorest citizen who has the rudiments of 
artistic taste and culture may secure q)portunities of enjoy- 
ment and education which no private collection could 
to even a handful of the community. The extent to which 
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this economy can be carried depends very largely upon the 
development of two qualities in the general mind : the capacity 
for dissociating the idea of enjoyment from the idea of posses- 
sion, and the sense of respect and responsibility in handling 
or enjoying public property. 



CHAPTER II 


SOME PITBTHBR ANALYSES 

Summary.— 77(e tuhjtcts dealt ioiUi in this chapter are the 
general nature toMition, the contention that it mag 
he placed on the foreigner and that properly arranged 
import dutiu might relieve unemployment, the meaning 
of harrowing for unproductive expenditure, echemee for 
commuTudieing the iTWtrumenU of production generally or 
land in parti^ar, and Trade l^nioniem. 

Taxation is tho deflection of the resourcea of members of 
the taxed comm unity from purposes which they would have 
selected for themselves to purposes which aie 
selected for them by the governing power. It is 
justified only by the belief that the purposes to which these 
resources are directed are collectively more important than 
those from which they are deflected. To the question, “ What 
is the test or standard of importance!” the only answer is 
that the power which imposes the taxes must judge of that 
as best it can ; and according to the form of government, and 
the state of public opinion, or of opinion prevalent among the 
governing classes, this or that material or spiritual considera- 
tion will weigh lighter or heavier. It is obvious, then, that 
importance will be very differently weighed under diSmnt 
political and social conditions, but in any case the individual 
who differs from the government view as to the relati« 
importance of things has to acquiesce, under penalties, in the 
judgment from which he dissents. 

There is a fairly general consensus that taxation is 
justified when it secures objects which the great raajonty 
of the nation considers extremely important, and which they 
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believe would not be done at all, or would not be done 
adequately^ if they were not done collectively. The mainten- 
ance of the army and navy, and of the police force, and the 
law courts, are usuaUy cited as instances in point. It is 
generally believed that all these things are necessary to secuie 
civilised life, and that, if their institution and maintenance 
had to depend on voluntary effort and combination, un- 
certainty as to the action of others would paralyse each man *8 
efforts, so that nothing effective would be accomplished. 
These postulates are not granted by every one, and amongst 
those who grant them acute divisions of opinion may remain 
as to the extent to which provision should be caxried, the 
amount of taxation which it justifies, and the persons from 
whom the taxes should be raised. As to this last point, 
again, it seems easy to lay down a general principle, but 
impossible to determine its application except by tha judg- 
ment of those who apply it. The principle is that the 
purposes from which the resources are deflected should be as 
little significant or important os possible. If any one thinks 
that the use of great wealth is usually considerate, enlightened 
and large-hearted, the use of moderate wealth generally sordid, 
and the use of small wealth vicious, his conception of the 
suitable sources of national revenue will be very different 
from that of the man who thinks that the pence of the poor 
usually minister to vital needs of extreme urgency, those 
of the middle classes to honourable ambitions and human 
comforts, and those of the wealthy to idle display and dissipa- 
tion, The man who declines to accept either of these generalisa- 
tions may regard the problem as a highly complex one, and may 
not be prepared with any general receipt for the application 
of the accepted principle. Or he may say that he does not 
trouble himself about the value of the satisfactions of this 
class or that ; but he sees that some people get a great deal 
of what they want, such as it is, and others only a very little, 
and be would like to give them more even shares. This is 
merely the application of the general principle that the 
psychic significance of wealth declines as wealth increases. It 
is not scientifically capable of proof, but it derives strong 
support from the common sense.' 

' PtgM US «99. 
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But it may, in auy case, be safely asserted that to the 
extent to which democratic sentiment, or an effectivelj 
democratic constitution, dominates the action of a community, 
the more even distribution of wealth will be thought of as 
a thing to be desired ; and there will, therefore, be a tendency 
to throw taxation upon wealth, qualified by the fear of 
checking the productive energies of the community ; and a 
tendency to relieve the relatively poor from taxation, checked 
only by the feeling that all who have a shave in controlling 
the public expenditure should have something directly to lose 
by its unwise application. 

But when questions of taxation and public expenditure 
are discussed, we often hear it said: '‘All taxation falls 
ultimately on the wagC'earners, for, if a wealthy man is heavily 
taxed, he cannot himself spend the portion of his income which 
is taken by the Government, and since his income is all of it 
ultimately expended in wages, be will have the less to pay 
in wages, and will, therefore, dismiss some of his servants 
and workmen, who will compete with others for employment, 
and so reduce the average wage." We will not stay to 
examine the contention that the wealthy man’s expenditure, 
all of it, ultimately goes in wages ; and we will admit that, 
in so far as it constitutes a disturbance of economic relatious, 
the imposition of a fresh tax is liable to produce distiess and 
inconvenience. But, as a general principle, it is just ss true, 
or just as false, of what the Govemmeut takes, as it is of what 
the individual keeps, that it is ultimately expended on wages. 
If the rich man pays wages to grooms, gardeners, and footmeu, 
the Government pays wages to soldiers, sailors, and school- 
masters ; and, barring the strain of change, the question Is 
whether the marginal significance of the work done by the 
gardeners, grooms, and footmen is higher or lower than that 
of the work done by the soldiers, sailors, and schoolmasters. 
This may be a very serious question, but we must not allow 
it to be complicated by the idea that it has any connection 
with the problem of unemployment, except in its temporary 
effects if the change is sudden. And, as far as that goes, a 
sudden remission of taxation would have just the same effect 
as a sudden imposition of it. It would throw one set of men 
out of work and would create a demand for another set. 
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The iatrod action of the schoolmaeter into the last iiluatra- 
tion reminds ua that there are manj things beside national 
defence (aa it is unifonnly called among civilians^ though if no 
armies and navies exist except for purposes of defence, it is 
difficult to see against whom Bnj one is to be defended), and 
the maintenance of internal order and justice, to which the 
eSective will of the community has determined that every mao 
shall contribute, whether he himself thinks it sufficiently 
important to justify his contribution or not When compulsory 
education was introduced into England, it was felt that no 
parent should be allowed to judge for himself whether he 
would or would not devote a certain amount of his resources 
to the education of his chOd. It was felt to be a question 
of national importance that the child should be educated, aud, 
therefore, every parent must be compelled to educate his 
children, with such public and private assistance as had 
already been provided. Presently it was felt that the 
contribution of the citizen towards the education of the 
children of the State should be entirely independent of the 
question whether he was or was not himself a parent and was 
having his child educated. 

On what grounds may we suppose that the individual 
citizen came to consider the education of every child his 
concern ? It may be that he felt he would be relieved from 
some persoual risk or detriment by the general enforcement 
of education, If it were merely argued that a community 
is safer and more comfortable to live in if its children are 
schooled, the appeal would be to each citizen’s personal interest. 
But, if the argument were that a child who has been schooled 
is more likely to live a worthy and satisfactory life himself, 
then the person who decrees taxes for educutional purposes 
is actuated by a desire for the well* being of the children, 
end that well-being becomes one of his own dii'cct interests 
and purposes. If the argument were that England ” will 
be in a better position, commercially, morally, or intellectually, 
thirty years hence, and if the person who advocates the 
imposition of the tax is already sixty or seventy years old, 
his motive will be of a highly abstract and ideal nature. He 
desires well to a community linked by a certain historical, 
local, and racial continuity to the one in which Ue lives (and 
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perliaps deprecUtes and denounces) after he ie dead, and ia 
witling to forego present satisfactions of a more personal 
character in order to help towards this desired end. This 
is rightly praised as patriotism. Or he may etherealise his 
purposes still further, and may wish well to future “ humanity/' 
This may perhaps be considered ** emasculated cosmopolitan- 
ism ; but if his interest extends to the uncertain boundaries 
and nationalities of the “ Empire a generation hence, and no 
further, he may escape that reproach. 

These are merely illustrationa of the different principles 
on which different men may estimate the relative importance 
of purposes and objects, and they will help to explain why 
a large section of the nation is chronically and normally more 
or less indignant at the kind of things on which their money" 
is being spent. Owing to the tax-gatherer the unwilling and 
unconvinced leave undone sundry things which they want 
to do, in order to secure ends which are considered more 
important by others, but not by themselves. 

Before leaving the subject of national taxation, we may 
examine very briefly two claims that are put forward in 
Ttri(r» favour of taxing foreign imports that compete with 
Rad the home products. It is urged that by such tsia- 
foreigner. might either lay the burden of taxation 

upon the foreigner or relieve unemployment, In so far as 
we did the one, it will be admitted by the more clear-sighted 
advocates, we cannot do the other, for, in so far as the foreigner 
pays the tax he will import his goods, and import them at 
present prices, and, therefore, the maiket will be unaffected 
and the home -producer will neither employ more labour 
nor reap any other special advantage, But, so far as the one 
object is not accomplished, it may be urged, the other will 
be, and both are desirable. 

Both schemes illustrate our general principle that the 
object of taxation is to direct resources from less to more 
important purposes. In the abstract the pure-blooded cosmo- 
politan thinker might boggle at the proposition that the 
purposes of the foreigner, as such, are less important than 
our own ; but he would have to admit that, as we are at 
present constituted, they are more important to us; and if he 
genuinely believed that we are already paying the foreigner's 
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taxes, his last scruple *vould vauisb, and be would earnestly 
desire to make bim pay ours. But can he ? A lengthened 
discussion would be out of place, but a few general principles 
may be formulated. 

We haTe seen ^ that although the expenses incurred in 
producing goods, and in bringing them to the market, do 
not determine their exchange value when there, yet their 
exc])ange value when there does determine how much expense 
will be deliberately encountered in order to get then) there. 
If the expenses are raised, therefore, goods that would have 
been produced will be produced no more. If this holds, then, 
an import tax that did not produce, or was uot accompanied 
by, a rise in prices would tend to close the market against 
the foreigner who now supplies it. He would not pay the 
tax, for he would cease to import. If, on the other hand, 
the price rose by the amount of the tax, he would go on 
importing, but would recover the tax in the higher price 
received. 

But is it not possible that he lias no other market, and 
that his resources are committed to this particular product ^ 
Certainly he may have no other market that will take the 
whole of what he sells to us at approximately the sume price 
which we pay for it, and so far we have him at our mercy, much 
as a sufficiently powerful Trade Union might have in their 
power the employers whose resources were already committed 
to one particular trade. But, unless it can be shewn that 
certain resources, in the foreign country are permanently and 
inherently incapable of producing, except at a consiilerably 
lowered efficiency, any other commodity than that for which 
we permanently constitute the only market, this exaction 
of the tax from the foreigner cannot be maintaiued. In any 
case it would contract, if it did not entirely stop, bis importa- 
tions, and this would tend to raise pricea 

If a preferential system is advocated, this may be the 
deliberate intention. If we wish to get our wheat, for 
instance, from our own colonists rather than from the United 
States, Russia. Hungary, or the Plate River, and think this 
object worth paying for, it seems to be theoretically possible 
to exclude some of the foreign wheat by an import tax and 
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by the consequeDt rise in prices to encourage not only home, 
but colonial wheat^growing. If the price were not raised, 
DO result would follow, for our home -farmers and colonists 
already produce as much wheat as they care to do at present 
prices. If we contemplate damping the foreign imports and 
encoui'aging the home and colonial cultivation through a series 
of years during which the price of wheat will be artificially 
maintained at a high enough figure for our purpose, there 
seems to be no theoretical principle on which we can determine 
the extent to which the courses of the world’s industry might 
be modified with a corresponding redistribution of its popula- 
tion ; but wc should have carefully to inquire who pays the 
cost, what are the risks, what is tbe significance of the 
incidental waste of disturbance, ana what is the value of 
the contemplated results. When we duly consider these 
matters we shall fully understand the phrase in which tlie 
late Duke of Devonshire declined to ** gamble ” in tbe people’s 
bread. 

But by far the most attractive of the pleas urged in favour 
of such taxation as we are now considering is that it will 
T»riff»»aa«n« relieve unemployment. This plea we must examine 
empioymtot. 4^ some length. The attempt to induce any one, by 
a system of taxation, to buy at home what he would otherwise 
buy abroad is palpably an attempt to make him employ 
one set of persons instead of another, to his own economic 
detriment But we may urge that such action, though to 
his own economic detriment, will be to the advantage of 
those he “ employs.” And in answer to the objection that it 
is just as much to the disadvantage of those whom be ceases 
to employ, we may say that as vre arc not interested in these 


last we do not mind that. 

Two points must be made clear before we proceed to a 
further analysis. In the first place, we have seen ‘ that there 
is, properly speaking, no economic theory of foreign trade as 
distinct from home trade. We may therefore consider putting 
pressure on an Englishman to deal with an Englishman or 
a Canadian rather than with a citizen of the United Sta^, or 
putting pressure on a London publisher to get his printing 
done in London rather than in Glasgow or Hull, or on a 
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villager to get bis table and chairs made by the village 
carpenter instead of buying them in the neighbouring town, 
as all raising the same theoretical points for consideratiosi. 
Thus the matter under investigation b the policy of directing 
a man’s bargaining along lines which he would not choose for 
himself in order to benefit certain people in whom we arc 
specially interested at the expense of others in whom we are 
interested less or not at all The area and the grounds of our 
interest may be important in many ways, but they do not 
affect the economic theory. Whether we take the Empire, 
or the United Kingdom, or the country, or our own district, 
city, village, estate, or family as the area of in tenser interest, 
the problem is the same. And in the second place, the policy 
of pushing others, to their economic detriment, into transac- 
tions they would not have chosen for themselves, because we 
desire certain results to accrue, and the desiralhlity of our 
voluntarily entering ujwn similar transactions ourselves, at 
a certain sacrihee, for tlie sake of those same results, may he 
discussed together; for their investigation demands the same 
analysis. In other words, the question of whether it is 
patriotic td buy at home what it would suit me better to buy 
abroad, and the question whether it is imtriotic to make other 
people do the same must uUimotely depend upon a common 
principle for their answers. 

Lot us return for a moment to first principles. The 
villagers who once did their own spinning and weaving, 
forging and furniture • making find that they can provide 
themselves with the products of all these industries more 
satbfactorily to themselves by not workiug at them at all, but 
by sending, say, milk and fruit to the towns, and receiving 
tools, clothes, and furniture front them. Tlie villagers can get 
letter clothed by keeping cows than by spinning and wear ing, 
and the townsfolk can get better fed by weaving clotli wlicre 
tliey are than by going elsewhere and cultivating tlie soil. 
The distribution of the population between country and town 
is determined by the equation of marginal significance between 
food on tlie one hand and raiment on the other. 

We have insisted * that this highly organised industry 
has very heavy drawbacks, but abo that it is an essential 
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condition of th&t material Ij advancing civilisation which we 
cannot escape, even if we would. And we have also seen 
that in spite of the increased general wealth which results 
from the new order of things, the currents of industry cannot 
be swiftly changed without loss and possible hardship to 
individuals Certain village artisans or tradesmen are hard 
pressed by the competition of the towns, that is to say, by 
the existence of persons who, working at an ad van t^, can 
do more for the same return than they themselves have been 
accustomed to do. Theoietically, they should either turn to 
agriculture where they are, or go where they can work at a 
better advantage in their present trade ; and whichever course 
tends to establish the equation of marginal significances is 
the better one. Anything that obstructs or retards this 
change is, so far, had. Anything that softens the hardship of 
the transition is. so far, good. Sound thought and sound policy, 
must distinguish between these two things with the utmost 
care ; and the basal fact that now concerhs us is that 
the new equilibrium towards which we are moving is econoooi* 
cally more advantageous to all concerned than the old ; and 
the policy of buying at home, at a disadvantage, instead of 
abroad tends to retard or to disturb this superior equilibrium. 
If a patriotic villager determines, at a loss to himself, to 
patronise the village artisan, he thereby holds him back, or 
brings him back from whichever of the courses, indicated 
above, the situation demands ; and at the same time by with- 
drawing or withholding his custom from the artisan in tbe 
neighbouring town, and ceasing to send him food, he drives 
him to get his food in some other way, which by hypothesis 
is less advantageous. Thus, at a loss to himself, he has 
kept one man, for whom he cares, in a position of relative 
inefficiency, and has forced another man, for whom he does 
not care, into a position of relative want. There is s 
collective loss to the two communities jointly and severally* 
It is sometimes said that the doctrinaire free-trader’s golden 
rule is, " buy in the cheapest and sell in the dearest market, 
and so fulfil the law of Christ” So far as he neglects, iu 
thought or in policy, the hardships of the transition, and 
so far as he takes a purely material view of well-being, the 
taunt is justified But, nevertheless, it is the most substantial 
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of facta that the constant desire to further our own purposes, 
whatever they are> of which “ bujing in the cheapest and 
selling in the dearest market'” is one aspect, is in truth tlic 
great underlying force that perpetually draws us into relations 
of mutual service. Largely understood, “ buying in tlie 
cheapest and selling in the dearest market ” is the best rule 
that the plain man can hod for directing his own energies 
and those of others along the most efficient lines — efficiency, 
be it always remembered, being measured by lefereuce to the 
things, good or bad, that men want done ; and each " man ” 
counting for more or less according to the extent of liis 
command of the things in the circle of exchange. 

But it may be urged that by neglecting what we have 
dismissed as ** the incidental hardships of the transition,” we 
have really falsified the problem. It is not a question, it 
may be said, of keeping a man in a relatively inefficient 
employment or pressing him into a relatively efficient oue. 
It is a question of employment or unemployment for him. 
Now, so far as this state of things, wherever it really exists, 
is due to changes and fluctuations of trade, we have recognised 
it as a problem of ui^nt importance, but have seen that 
no tariff proposals touch it.^ And so far as it is not a 
question of changes and fluctuations, it can be due to iiothiog 
but a relative inefficiency, which we are to regard as permanent. 
That is to say, one part of the community is asked (or is to be 
compelled) permanently to abstain from fulfilling certain of 
its own purposes for the sake of persons who, relatively 
speaking, are permanently inefficient. This may be, and 
in some cases obviously is, extremely right and proper, but 
the admission that a considerable portion of our own able- 
bodied industrial population comes permanently under this 
category of the relatively inefficient would be humiliating 
indeed, and no treatment could be regarded as auytliing but 
a palliative unless it aimed at removing, rather than ptx>. 
viding for, such inefficiency. This consideration is quile 
fundamental. The disputants in current '* tarifi’-reform " con- 
troversies will generally be found to be working on diflerant 
underlying suppositious. The free-trader assumes tliat iu 
considering permanent conditions the man who is employed 
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in one industry must be regarded as withholding himself from 
another industry. His opponent assumes that the man his 
schemes are going to employ is now, and but for him will 
remain, out of employment. But the existence of a body of 
men pennanently out of employment because all who have 
anything to give hnd it suits them better to deal with other 
people means the existence of a permanent body of the rela> 
lively inefficient. 

But suppose we let this pass and grant that the object is 
desirable, we have still to ask whether the proposed means 
would be calculated to attain it. Our examination of this 
question will lead incidentally to the unmasking of a certaiu 
ambiguity in the phrase “ inefficiency ** so freely used in the 
argument just closed, and will also open some very wide 
questions of inter>racial policy. 

The terms “ finding work and “giving employment” are 
unfortunate, for they readily ally themselves with the “ lump* 
of 'labour ” habit of mind ; and, therefore, though we can hardly 
avoid using them, w*e must always be on our guard against 
their misleading suggestions. Let us consider exactly what 
they mean. The Europeans have “ found employment ” in 
abundance for the unhappy natives of Congo-land, but not in 
the sense that the phrase connotes in Political Economy. 
Giving employment to a man means enabling him to provide 
more ample satisfaction for bis wants and desires by the 
indirect means of serving some one else than by the direct 
means of serving himself. Normally, this is a mutual or 
two-sided relation. The industrial inhabitants of town and 
country “employ” each other in this sense, and the whole 
principle of the division of labour involves the mutual " giving 
of work.” But it is not always easy to keep this in mind as 
the normal relation ; and that for many reasons. In the first 
place the mutuality is generally indirect The man to whom 
I give work is not usually the same as the man who gives 
me worlc In the second place, our habitual use of the terms 
mploy^r and tmplo^ed disguises the fact tha^ the hands 
really “ employ ” the manager or the capitalist (in the sense 
of enabling him to do better for himself by doing well for 
them) just as much as the manager or capitalist employs 
them. The term “employment” then conceals rather than 
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reveals the intimate nature of the mutual i-elations in con- 
nection with which it is often used. But, in the third place, 
mutuality of employment is really subject to certain limitations. 
We think of the consumer as the employer and the producer 
as the employed, and although in a general way we know that 
consumption implies production and production consumption, 
and that the normal member of an industrial community is 
both producer and consumer, yet there are many and important 
cases in which the consumer is not a producer at all ; so tlrnt 
we think of him exclusively as employing and not at all as 
being employed. To such a case we must now turn our 
attention. 

We will go back to our village and will suppose that a 
wealthy man lives in it whose income is drawn entirely from 
outside its area, so that for village purposes he is a consumer 
and employer and nothing else. Now, it is clear that so long 
as be stays in the village and consumes his wealth there, it 
must come into the village in some shape or other without 
anything going out to balance it Does it make any difference 
to " employment ” in the village in what form this revenue 
comes in ? Clearly it does. The rich man may have many 
of the things he wants made in London or anywhere else and 
sent down to him complete ; or he may (in the last analysis) 
have food, beer, clothes, tobacco, and so forth, together with the 
raw material of the things he wants, sent into the village, and 
in that case the vill^rs may eat, wear, drink, smoke, and 
chew, while they are constructing the article. In tlie end the 
patron will get things that he wants, but in one case he'will 
have “employed" outsiders and in the other case villagers. 
That is to say, villagers in one case and outsiders in the otlier 
will have been eating and drinking some of his revenue while 
making the rest of it available for his purposca In deciding 
between the several courses the rich man may be guided by 
no conaideratioDS but those of efficiency. He may simply nsk 
himself what suits him best But it is also possible that he 
may employ relatively inefficient workers for the sake of 
benefiting them rather than “ outsiders." If so, he is douig 
a kindly thing, which, if he has not good judgment, may 
tend to perpetuate an economically undesimble situation, but 
which, if be has good judgment, may simply alleviate the 
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hardship of a transition. In ao^ case, he makes a voluntary 
sacrifice himself and imposes an involuntary sacrifice on the 
more efficient persons from whom he withdraws or withholds 
his patronage. 

But now, suppose the villagers themselves can determine 
what the rich man in their midst is to do. Suppose they can 
keep all others than themselves from entering their area, and 
can dictate to the consumer that he shall draw his revenue in 
such forms as to make him dependent upon them for trans* 
forming it into the things that will minister to the satisfaction 
of his desires. They can then make their terms with him as 
to the sliare of his revenue which they are to receive in rewaid 
for making the rest of it available for bis purposes. If they 
can force him to bring it in in forms, some of which will 
directly suit their purposes and the rest of which will only 
indirectly suit his, they can take the part that suits them in 
return for bringing the ])art that potentially suits him into 
the form that will actually suit him. The outsiders would 
do the same service to the “ employer ” if he were allowed to 
employ them, and they would do it on better terms for him ; 
but the villagers may say, “ That is your gauge of efficiency, 
but it is not ours. We ask no more than is right, and we give 
as mucli as is due. If other people vmnt to give more and 
take less we won’t have it. We will keep them out and keep 
you in, and we will have our share of the wealth that comes 
to our village.” 

That is a perfectly intelligible position ; and it violates 
uo principle of Political Economy. Given the object the 
means are well suited to its accomplishment, and circumstances 
are conceivable under which it might be successful. We 
have had to assume that tbe villagers can not only regulate 
imports but can also prevent immigration. Otherwise the 
patron might be able to import a population which would be, 
from his point of view, more efficient tban the villagers. Thus, 
if a tariff system could be contrived which would compel all 
Englishmen who draw income from foreign sources to introduce 
their revenue in forms, some of which would directly se^e 
the purposes of* the working population .and the rest of 
would only indirectly serve their own, the “amount of work 
or employment ” in England might thereby be increased, but 
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since it might be impracticable to prevent the movements of 
the European populations from one country to another the 
increase of employment might be rather to England than to 
Englishmen. England would tend to become a residential 
country, and peieons of all nations who could make themselves 
useful to the rich residents would come to England, where 
their patrons might employ them, from other countries in 
which they might not 

If there is a class of inhabitants who, though not drawing 
their revenues from outside our selected area, are yet consumers 
only and not producers (such as landlords or owners of minerals), 
the situation is to some extent the same, but any ‘‘ inefficiency ** 
of the workers may in this case react to some extent upon the 
revenue to be shared. Still a policy might well be advocated 
either of hampering the pensioners” in purchasing rnanu* 
factured goods from outside, or of preventing immigration, 
or both. The hostility to Chinese labour (apart from any 
objection to special conditions) that is so marked in our 
Colonies and elsewhere is due to a feeling that certain classes 
or individuals are in actual command of the sources of the 
communal revenue, and that the labour they may consider 
most ‘‘efficient” from their point of view, would cut out the 
landless White Man from his opportunity. The idea is very 
probably mistaken. The voluntary presence in a country of 
an industrious and frugal population, willing to give much in 
return for little, is probably an economic advantage to all 
classes of the inhabitants. But the opposite belief is far from 
unnatural. 

Now, let us take stock of our conclusions. It seems to be 
ideally possible to conceive of a system of tariff regulations 
which shoxild favour the producer at the expense of the 
consumer. If immigration can be stopped, the producer who 
would not have been employed at all without the protection 
of the tariff may now get a living, and the producer who 
would have been employed may now be employed on more 
favourable terms ; and all this at the expense of the consumer. 
If immigration cannot be stopped, there will be a movement 
of population, especially of the kind that ministers to a wealthy 
residential community, Cowards the area on which the “ con> 
Sumer ” is allowed Co employ people ; and this would tend to 

2x 
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undermine the privileged position of the producer and to throw 
the inefhcieots out of work ^ain. In any caee* the consumer 
who is not a producer might be forced to give '* more employ- 
ment/' and that at a higher scale of remuneration » whether to 
natives or immigrants, within the area which controlled him» 

But this whole system aims at benefiting the producer at 
the expense of the consumer, by prohibiting the import of 
things directly useful to the consumer and allowing the import 
of things directly and indirectly useful to the producer; and it 
is, therefore, entirely inapplicable to an industrial community 
in 80 far as the consumer and producer are identical, and iu 
so far as men mutually ‘'employ*’ each other at home, and 
also enter into the mutual relation of employer and employed 
with the foreigner. We may hope that a manufactured 
article may be excluded in the interests of the producer at the 
expense of the consumer if the consumer and the producer 
are two different people and if the consumer’s revenues are 
independent of the terms on which be employs the producer. 
But if A consumes B’s product and 6 consumes A’s, and if 
each would be hampered in his production by being forced to 
make worse terms at home instead of better ones abroad, then 
we can hardly hope to make every one succeed better by 
allowing him to prevent hie neighbour from taking the 
natural steps to success. The contrast between consumer and 
producer falls to the ground ; for the things that one producer 
desires to exclude because they are bis manufactured article 
may be those that another desires to import because they are 
his raw material, or because, as consumer, he wants them for 
himself and can get them best abroad. Oilcake is the manu- 
factured product of the maker but the raw material of the 
stock farmer. Tools are the product of one manufacture and 
the instruments of another; and as long as we talk of "cap* 
turing neutral markets,” and ” finding markets for our surplus 
products,” we cannot contemplate crippling one manufacture to 
help pother. But enough of technicalities. 

The central truth is this. If we can separate out persons 
who are consumers only from consumers who are producer 
also, we can imagine the interests of the former being neglected 
without prejudice to the Utter. But, if we ai-c considering 
those who are both producers and consumers, our ultimate 
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consideration must always be for them as consumers. They 
produce only in order to consume. If you injure them as 
consumers, you stultify them as producers. Sectionally, you 
may beuefit one man as consumer by giving him an advantage 
as producer at the expense of others. Collectively, you cannot. 
And to speak collectively of henefiting the producer at the 
expense of the consumer would be to speak of strengthening the 
means by balking the ends. Proposals to tax food, for other 
than purposes of revenue, are the reductio ad ab^urdum to 
which this confusion leads. To stay hunger is the first and 
deepest object of work or production. And if you impede the 
importation of food because it is an industrial product and 
should, therefore, be protected, you are “protecting'’ work 
against the accomplishment of its primeval and basal purpose. 

We will DOW pass from national to local taxation. There 
is no distinction in principle between the action of the state 
and the action of the municipality or other ad- 
ministrative area ; and the Poor Law furnishes, as adS 

a matter of fact, one of the chief examples of 
purposes recognised by the community as sufficiently import- 
ant to justify compulsion in securing co-operation from the 
unwilling. Brainy, the maintenance of public roads, the 
establishment or maiDtenance of public parks and gardens, or 
of public libraries, offer further illustrations. But the library 
and the park stand on a different footing from the rest. It 
is very difficult, even ideally, to conceive of any test by which 
we could draw up a balance-sheet between the money cost 
of the army, for example, and the collective estimates of the 
marginal significance of a company of soldiers, or of a 
Destroyer, formed by the individuals composing the community. 
But in the case of the park or the library it is a comparatively 
easy matter. If a charge were made on entering the park 
or taking books out of the library, could it be so arranged 
as to make it cover the public expenditure? If not, then 
apparently the members of the community taken head by 
head would have preferred other applications of the communal 
resources. Each one has estimated the significance to himself 
of the privilege of taking out books and entering the park, 
and the sum of them, measured in the objective standard, does 
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not amount to the value of the resources expended upon them. 
If the community is justified in the expenditure, therefore, 
it must be because it is convinced that the purposes balked hj 
the levying of the tax, or its diversion to this purpose, though 
objectively of greater volume than the purposes accomplished 
by its application, are yet of less vital significance.' Such 
action is, no doubt, ethically and socially justifiable in principle, 
but its concrete justification can only rest on fallible estimates 
which cannot be objectively checked. Here, as elsewhere, the 
rule seems to hold that the higher and more ideal your 
purpose, the greater your difficulty in gaining any assurance 
that you have accomplished it. This is probably at the back 
of people’s minds when they say that you must not judge 
municipal enterprises simply by the commercial test of 
whether they pay. This is perfectly true ; but it is equally 
obvious that if we come to think that it does not matter 
whether they pay (or would pay if put to the commercial 
test) or not, we may open the door to recklessly wasteful and 
whimsical experiments. That an experiment does not pay 
is at UoAt prima facie evidence that some other application of 
the resources expended upon it would have stood objectively 
higher on the collective scale. This may not be enough to 
condemn it, but it telle against it as far as it goes, and the 
burden of the proof lies on those who defend the expenditure. 

In this connection we may touch on the question of the 
principle that should regulate the scale of wages, or, generally, 
of remuneration for services, paid by the government or the 
community. If it is more than the market rate, the public 
body is establishing a privileged set of persons ; and by 
privileged ” we need not mean privileged as against 
average citizen, but privileged as against other persons with 
whom they would be on a level but for their having been 
selected by the public body. The two- fold question will 
arise : On what principle are they selected I and, At whose 
expense are they privileged ? Neither of these is an eesy 
question to answer, and both are highly important. It maj 
well be, however, that a higher than the current wage wiU 
really be economically justified. By paying better the public 
body may get better men and better work, even if that was 
I cr. pi^ 140 tqq., 2ia 
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not the inspiring motive. This would be a case of using the 
public fun<^ for an erpenment of a kind already examined.^ 
We have now opened the way to the consideration of the 
far-reaching question of the extent to which it is desirable 
to push the municipal or other communal man^roent of 
enterprises that stand on a commercial basis. The most 
natural iudustiies for public bodies to enter upon are those 
which it is in any case deemed necessary or advisable to make 
monopolies, whethe r absolute or qualified. Hai Iroads, tramways, 
letter-carrying, the liquor trade, gas and water supply, and 
mauy others, will occur at once to the mind ; and every one 
of them offers a number of problems and suggests a number 
of considerations which can be debated from many points of 
view. The ultimate object may be to restrict trade ; it may 
be to extend and encourage it; it may be simply to effect 
economies. But in all these cases the services ultimately 
rendered may be paid for by the individuals who desire them, 
and the objective test at once exists which we sought in vain 
in some previous cases, and which we can only apply ideally 
in others. Here, if the governing body submits to the 
financial test, it is aiming lower than in some of the previous 
cases, but it can be more certain that it is accomplishing its 
humbler aim. Sometimes, os in the case of the liquor traffic, 
for example, to adopt the financial test would be absolutely 
to renounce the purpose for which the communal action is 
taken ; but in the case of trains or railways financial success 
would be a proof that the marginal estimates of the signifi- 
cance of the privilege secured, formed by certain members of 
the community, raised it to a place on the collective scale 
that economically justified the expenditure of the resources 
that had been devoted to it But, if the money is to be 
not only spent but raised on economic principles, it must be 
raised on loan and not by taxation ; for only so can we know 
that all concerned have got what they consider a good bargain. 
Now, a public body is at a great advantage in raising money 
on loan, but it is an advantage the basis of which it is in- 
structive to examine. The credit of a municipality, and still 
more the credit of the nation, is good because no cue is afraid 
of its becoming bankrupt; that is to say, it is not the persons 
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who lend the money but the persons who do not that will 
have to bear the loss if the undertaking fails. The risk, far 
from being eliminated, is in the opinion of some greater 
(though in the opinion of others it may be less) than that 
of a well -guaranteed private company. The municipality, 
however, enters upon the competition with this advant^, 
an advantage which is denounced as unfair when looked at 
from one point of view, and should be regarded as gained 
at the risk of the community when regarded from another. 
The effective conduct of the business will, doubtless, be placed 
in the hands of a skilled manager, but the work of the 
directors and promoters will, to a certain extent, be done by 
volunteers, who either have a direct interest in the well- 
being of the community, or value the credit that attaches to 
public service, or enjoy managing affairs and directing enter- 
prises, especially, perhaps, when detached from the personal 
risks of private business. Thus, there are sources of economy 
in the conducting of business by public bodies, — the easy 
terms on which they can raise capital, and the amount of 
business talent which they can secure without payment. 
What does this latter consideration amount to ? The question 
being one of fact must depend for its solution upon experience 
rather than argument. How far is there really a store of 
competent business capacity which can be put into harness 
by motives other than economic I Not only the contractor but 
the general designer and conceiver of all kinds of work, as well 
as the mechanic who carries out the physical portion of it. are 
as a rule supposed to be actuated mainly by the desire to ac- 
complisl) their own purposes and to put themselves in command 
of general resources and services to be turned in the direction 
they desire. How far can you give men a primary interest in 
tlie well-being of the community so that they will be willing 
to exercise vigilance, to give thought, to Uy down far-seeing 
and far-reaching combinations, not in order to put themselves 
in command of resources to be devoted to other objects, but 
with the primary object of serving the community ? In a 
word, can a succession of competent men be found to do 
public work for the sake of the public ? And if the idea 
once becomes well established, will the public spirit that 
secures the services of such men be subject to a law of 
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acc^ler&tioD ? Any amount of a priori argument may be 
brought to bear aa to the fitness or unfitness of municipalities 
to undertake this or that class of work, but it can only be 
decided by experiment how far the persons who are fit for 
this kind of work can be found willing to do it as a primary 
object, and whether such machinery can be constructed as will 
give scope to the continuous and systematic exercise’ of their 
ability and goodwill. It is possible, of course, that the work 
thus got for nothing might be of inferior quality to the work 
done at high sulai'ies. but the diflerence might not be worth 
tlie salary. In all these matters “‘collectivism or what is 
(perhaps too hastily *) called “ Municipal Socialism " is not 
so much an economic theory as a social faith. 

People who think that their economic advantage is seriously 
threatened by the willingness of other persons to do for nothing 
the work for wliich they wish to be paid will never be more 
amiably disposed towards their public*spirited rivals than 
Shylock was to Antonio, but, apart from trade jealousies, there 
is abundant room for difference of opinion as to the extent to 
which it is prudent to push our experiments. Experiments, 
however, there must be. and they will be the less costly and 
the more conclusive in proportion as they are watched by 
honest and competent ob^rvers who have no interest but that 
of the public at heart. 


But if ever it is claimed in the name of collectivism or 
socialism that the txclvtive ownenhip of the instruments of 
production shall pertain to public bodies, we come to questions 
in the answer to which economic doctrine must hold a much 
more prominent place. There is nothing at present to prevent 
the State from acquiring instruments of production to any 
extent ; but a proposal to prohibit private citixens from holding 
them would seem to rest on a radical misconception of the 
social fun<!tion of the iustrumenta of production themselves. 
If our general analysis of indxistrial phenomena is correct, 
then the man who makes a tool has so far benefited the 
mdustrml community from the industrial point of view and 
he can only get any good out of his tool by making a bargain 
with lue neighbour, to that neighbour's advantage. His 

for HVIIa"* frrm individual lenders ond pnvs 
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neighbour, then, is the better for hie having constructed 
the tool If the public body can increase the advantage, 
that is to say, if, from public spirit or otherwise, it can offer 
better terms than private individuals are urged by the 
economic forces to offer, that is so much to the good ; but to 
prohibit the private citizen from offering terras which his 
neighbour will find more eligible than those offered by the State, 
is to prohibit him from conferring a public benefit. Probably, 
this would be admitted by most socialists, although many of 
them appear to be haunted by an idea that capital in private 
hands is actively oppressive and ie necessarily evil, whereas 
in the hands of a public body it would be helpful and 
necessarily good. That capital in private hands may be, and 
often is, used for purposes injurious to some sections of the 
community is an indubitable fact, but the idea that the capital 
employed in an industry is an instrument of oppression (o ihe 
workers in ikai industry appears to be the offspring of mere 
confusion of thought. The fact of a rich man employing ** those 
who create his wealth " at a starvation wage naturally suggests 
that it ie the existence of the capital that makes them starve, 
whereas In principle it is the existence of the capital that pre- 
vents them from starving. The capital, that is to say the tools 
and apparatus, is worth more to them than they pay for it, 
and ie BO far a benefit to them ; but every humane person will 
wish that they should get greater benefits at a less cost, and if 
the State can back them with capital on easier terms, or if any 
agency can transfer them to other occupations in which their 
marginal significance will be greater, a real improvement will 
have been secured. The existence of the capital in private 
hands does not injure them (unless indeed prolonging their 
existence is an injury) but it does not benefit them enough to 
eatisfy the demands of humanity. Those socialists who would 
allow private capital to compete with that of the State ap- 
parently admit all this. At any rate, they would concur in 
the action of those who do. 

Eeturniug to the public body, we may ask whether it 
should borrow capital for its enterprises or should raise it by 
taxation. Those who regard the receiving of interest as an 
evil in itself will presumably advocate the former course, but 
if they exclude the latter they will have to make a material 
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sacrifice, for the satisfaction of their seDtiniental objection, 
which it wUl repay us to examine. liaising capital by taxation 
means compelling the willing and the unwilling alike to stand 
out of so much present satisfaction in order to secure a com- 
muoal revenue in the future. Opinions will differ as to what 
return is adequate to justify the* sacrifice. Suppose it is fixed 
at 6 per cent, that will mean that the effective majority of the 
community decides that the communal industries must be fed 
down to the point at whicli the marginal yield of capital is 
5 per cent, but that less than £5 a year does not justify the 
enforcing of a saving of £100. Now, some members of the 
community would prefer to spend the share of their capital 
that they will be required to surrender and go without their 
share of the revenue it will produce ; and others will think 
that a lower yield would justify the investment of capital and 
would like to save more and produce larger le venues. We 
may, if we like, ignore the unwillinguess of the former class, 
and force them, without compunction, to conform to the com- 
munal standard of prudence ; but nothing is gained by not 
allowing the others to be more prudent than tlie aveiage. 
Suppose, for instance, that taxation (perhaps withholding 
dividends, which is simply u special form of taxation) has 
raised as much as the communal authority cares to exact us 
capital for the establishment of some new industrial under* 
taking; and suppose that a marginal significance of 5 percent 
determines that amount. There will be members of the 
community who for one reason or another estimate future 
revenue relatively to present satisfactions moie highly than 
the enforced standard requires. Suppose another £10,000 
would bring the marginal yield of the capiul down to 4J. per 
cent, another £10,000 yet to 3|,and yet another £10,000 to 
3^ per cent; and suppose we could raise a loan of £20,000, 
blit no more, if we offered 3| per cent. We shoidd then 
know that we could not carry the margin of productivity down 
lower than 3| per cent without ikying more for our capiUl 
than It was yielding at the marghi. but that we could oany 
It down to that point. We may, therefore, bonw £20.000, 
pay for it at 3| per cent, and secure to the coinmunity the 
whole curvilinear area which stands above the rectangle of 
payment, beginning at a height of 1^ above it and gradually 
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declining to it Aud this gAiu, against which there is nothing 
to set, has been secured by ojiening an oppoi-tunity to the 
more prudent of our fellow-citizens which they value. If we 
are ainougst those who are pei^onally willing to sink capital 
in t)je new industry till it reaches the marginal significance of 
5 per cent, our more prudent neighbours have now not only 
helped us (as they would have done even if we had raised no 
loan), to drag our unwilling fellow -citizens up to our mark 
(which we have agreed to regard as an advantage), but have 
also made us a gratuitous present of further revenue. The 
sentimental objection against such a proceeding must be strong 
if it is to overrule its advantagea At any rate it is well to 
realise what the advantages at«. 

But the most difficult part of the collectivist problem still 
remains, and is not always faced. If public bodies were the 
only employers, on what principle should remuneration of the 
different agents be fixed f Is it possible to conceive of any 
machinery by which the mai^nal significance of each should 
be determined without anything correspondiug to the present 
system of free experimental combination abd transference from 
group to group, in which each individual is urged by his desiie 
to fulfil hia own purposes to seek the place in which his 
marginal significance to others is highest ? It may be possible 
to give an affirmative answer to this question, but the claims 
sometimes made in the name of " socialism " seem to indicate 
that in many quarters it baa never been seriously asked. We 
hear it urged, for instaoce. thut the Government ought to be 
compelled to '' find w'ork ** for every one at the standard wage. 
What is the standard wage t It is something that has been 
arrived at under the various economic pressures of the present 
system of industry. And the difference between the standard 
w*age of a bricklayer and a bricklayer's labourer, or between 
that of a type-setter aud a cab* washer, may or may not be 
due to privilege of birth, position, and opportunity, just as 
much as the difference between the standard wage of a 
profesaional man and that of an agricultural labourer. On 
principle it would seem as reasonable to demand, without 
further inquiry, employiuent at the st^tndard wage for doctors 
and lawyers who were out of work, os for mechanics aud 
labourers. And what is to secure the State that undertakes 
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such a task from bankraptc7 ^ How is it to koow that all 
the values it secures by its organisation of human effort will 
cover all those it has promised in remuneration ? The receipt 
given by Bernard Shaw — “ to give every man enough to live 
well on, 80 as to guarantee the community against the possi- 
bility of a case of the malignant disease of poverty, and then 
(necessarily) to see that he earned it" — is a more rational 
one, for it would not stereotype the siattis qw of standard 
wages, and it recognises (parenthetically) tliat the State must 
secure assets equal to its liabilities. But if it is a sound 
receipt it ought to be capable (after the initial outlay of 
bringing the tubject.where necessary, into condition) of rcversol, 
and of being put in this form : “ To see tliat every man earned 
enough to live well on, and then to let him have it." Let the 
State try to do this by all means, not recklessly indulging in 
random experiments and not grudging the expense of proraisiog 
ones. Let it take cure that the expense is laid on the proper 
shoulders, and finally, while opening all the opportunities that 
it can, let it close none that are opened by private individuals 
whether in isolation or in voluntary association. 

All this sliould, of course, be read in the light of facts 

already laid down,' that a large part of the revenue of a 

community is not earned at all, and that some must, and 
an may, receive more than they earn. 

Expenditure on the part of a public body that brings 
in revenue in any direct form is spoken of as pro- 

ductive. Expenditure that bringe in no direct 

pecuniary return, such as that on armaments 
more particularly expenditure in war. is spoken of 

♦ * 1 1 at war they almost 

invariably meet a part of the expense not out of accumulations 
in the war-cheet. or out of current taxation, but by borrowine 
From whom do they borrow ? What ie the exact process ? 
And who repays ? Clearly the resources devoted to manufactur- 
ing ammunition, transporting soldiers, and so forth, are not 
created by the process of borrowing. Resources of every kind 
that might have been devoted to other things are devoted 
to the war. and in the process are destroyed or consumed. 

' See pe^ 841 mJ cocii|wr 6 ftgt 57 $. 
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Somebody, then, has actually expended enei^ies and resources. 
We have seen that expenditure is usually induced by promises 
In this case the promise is an allowance of so much a year 
by the nation for every £100 expended on its behalf. We 
examined the particular terms of our last great loan on pages 
230, 240. When two nations are at war, and one of them 
raises a loan, the persons who actually find the resources 
required may belong to the borrowing nation, or to neutral 
nations, or even to the nation with which the country is 
at war ; but the obligation to pay is taken by the borrowing 
imtion in its collective capacity, and will be handed down 
to its posterity or successors. It is obvious, then, that if 
posterity is to be regarded as having any rights whatever, 
the act of borrowing for unproductive purposes is one of 
exti'eue gravity which should only be undertaken under any 
conditions with compunction and a heavy sense of resultant 
responsibility. It is one thing to consider that a war is 
worth waging and paying for cuitently ; it is another thing 
to determine that a war is worth waging provided that we 
induce certain people to pay for k on the strength of promises, 
only a small part of which we can fulfil ourselves, and the 
rest of which will have to be fulfilled by those who have 
never been consulted in the matter. Hence, there is some 
general recognition of mponsibility for paying off a war debt 
within a period which will throw the burden substantially 
on the generation that made the war. But it is only this 
unreliable sense of obligation, or the still more spiritualised 
force of abstract devotion to posterity, that can sustain a 
determination bo reduce the National Debt. If we clear the 
question from all sense of obligation incurred, and look upon 
it simply as it concerns ourselves, that is to say as presenting 
us with alternatives between which we may choose after our 
own convenience, it would seem that we shall never wish to 
reduce the National Debt at all, unless for certain secondary 
considerations which will be developed below. 

For without any collective action being taken, it is always 
open to any one to pay off his share of the National Debt and 
reap his share of the benefit. Suppose we put an individual's 
share of the 'debt at £20 (a little above the average arrived 
at by dividing the National Debt by the population of the 
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Uuittid Kingdom). All he hiiS to do is to invest £20 in the 
Funds and leave it there. He will then draw 10s. a year, 
just the amount, according to hypothesis, that he pays in 
taxes. If every one had thus bought his share (in some cases, 
of course, more, and in other cases less than £20, for it 
depends on what each pays in taxes on this account), tiie 
whole could be cancelled without affecting any one’s position in 
any way. It would, in fact, be already virtually extinguished.' 
But why do some people hold more and others less than their 
share of the National Debt? Some consider £2 : 10s. a year 
on government security compensates them for saving £100, 
or is the most desirable way of investing it if they come into 
possession of it. Others do not. But the Sinking Fund, 
by which the National Debt is reduced, compels these others, 
if they are Ux-payers, to buy relief from annual payments 
at the rate of £100 purchase money for £2 : 10a annual relief, 
though if left to themselves they do not do it. If a man 
who does not think permanent investment in the Funds 
good enough for himself nevertheless advocates the mainten- 
ance of the Sinking Fund, it would seem to be because he feels 
his responsibility to posterity so keenly that he is willing 
to relieve posterity fiom an nonual charge of £2:1 Os. on 
terms on which he does not care to relieve himself from it ; 
unless, indeed, he realises that be is a very small Ux-payer 
himself, and that he is compelling others to pay in much 
larger proportion than himself. 

It is, however, true that if we contemplate the odious 
possibility of making other wars for which we do not pay 
the fact of our having reUined a Sinking Fund may ejiable 
us to raise the loan un easier terms than we could otfierwise 
have done. Indeed, mart from that, it is conceivable tlmt 
our steady maintenance of a Sinking Fund may, together with 
other causes, so raise our credit that we may be able to reduce 
the interest on our National Debt by converting it. This is a 
process into the details of which it is not my purpose to enter 
In principle it amounts to borrowing at a lower interest a sum 
with which to pay off our present debt, thus substituting for 
It another of the same amount but contracted on easier terms. 


'We have neglected the of collecting end dUtribiiti 

end have uken CoiiaoU et per. for the sake of einplicity. 
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How far these considerations actually weigh in the counsels 
of the nation it would be difficult toaay ; but I think it is safe 
to assert that the anxiety of the ordinary citizen to see the 
National Debt reduced is in fact very largely due to his sense 
of responsibility to the future ; and nothing can conceivably 
he more wholesome than the sense of our obligation to pay off 
our debt, for if once we got rid of it, there would be no check 
on reckless borrowing with the deliberate intention of paying 
interest only and never redeeming the debt 

The gravity of the act of borrowing for unremunerative or 
doubtfully remunerative expenditure will be fully realised when 
we understand that the burden we lay upon posterity thereby 
is one that roust either be borne for ever or paid off, under a 
sense of public responsibility, by persons who on their own 
account would rather go on bearing the burden than pay the 
price of deliverance. 

We have seen that a great deal of what is often thought 
of as municipal socialism works with capital borrowed from 
individuals. In such cases the municipality applies 
KAtiontiua- and manages the capital, but has not full ownership 
of it. Exactly the opposite condition of things is 
contemplated by land nationalisers, in the narrower sense, for 
they advocate the possession of the land by the community, 
and its application to industrial or other purposes by the 
rent- paying occupier. Socialists who advocate the complete 
programme of public possession and administration of all 
instruments of production are, in a broad and inclusive sense, 
necessarily land nationalisers, but many land nationalisers 
declare that they are entirely opposed to socialism. The 
movement for land nationalisation makes a strong appeal to 
instinct. It is impossible to think either of a mountain or of 
the soil of a city as belonging to a private individual without 
a certain shock. And this instinctive sense of incongruity 
has undoubtedly been stimulated by the elaborated conception 
that land, being the free gift of nature, belongs to no one and 
ought not to be private property, and, further, by the belief 
that the value of any piece of land is largely determined not by 
what is done to or on that land itself, but by what is done to 
or on the land round about it ; so that a vacant site in London, 
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which owes nothing to capital directly expended on it, may, 
nevertheless, be worth £50 a square foot or more. It is easy 
to riddle with destructive criticism all the arguments for land 
nationalisation, when they are stated absolutely. Why should 
the land values of London belong to the nation any more than 
to the world ? If New York and all its inhabitants were 
destroyed by earthquake, or if Russia were swept bare, it would 
affect the value of land sites in London just as the destruction 
of the woollen industry in Yorkshire would. What right bus 
the “ nation,” then, to land which belongs to humanity ? 
Again, we have seen that it is impossible to draw a line 
between land and capital. A field is not the gift of nature 
only. It consists in the gifts of nature modified for human 
purposes by human toil; and so does a book, a coat, or a 
picture. This is reccgnised by land nationalisers to some 
extent, for they would nationalise only that element in any 
given piece of land, as we usually understand the term, wliich 
is not due to labour bestowed on that piece of land itself. 
Thus, we should everywhere nationalise the indirect value 
which the expenditure of capital on one piece of land confers 
on other pieces of land, but nowhere the direct value wliich it 
confers on the land to which it is applied! It is generally recog- 
nised, therefore, that some statute of limitations would have to 
be accepted, and that all values that have become practically 
indistinguishable from those due to the environmejit, and to 
the primitive and inalienable properties of the soil itself, should 
become part of the national property. The abstract distinction 
then, between what nature gave and what man has made 
cannot be coosiatwjtly maintained. Again, the value of all 
our possessions may be affected by the course of social or 
industrial progress. Changes of taste, or catastrophes or 
discoveries, for which we have no responsibility, aud for which 
we can take no credit, may secure unearned increment or inflict 
unearned decrement on the value cither of our talents or of 
our possessions. 

Nevertheless, public opinion seems to be flowing towards 
tlie r^gnition of the desirability in many cases of land being 
held by public bodies. The very fact of the impossibUity of 
distinguishing between land and capital, and the tendency of 
all those products of labour which it is difficult to separate or 
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remove from the land — draios, buildings, and so forth— to 
lapse into the possession of the possessor of the soil, strengthen 
the feeling that the possessors of the soO coUectivelj hold its 
inhabitants in the hollow of their hands. The manj Allot- 
ments and Small Holdings Acts which have been passed testify 
to the feeling that the powers implied in ownership of the 
land cannot be safely left to the action of the economic forces 
with any conhdence that they will be used in the best 
interests of the nation. The scheme of taxing vacant building 
sites is evidence of the same conviction with reference to 
non -agricultural uses of land. Public bodies constantly 
require land and have to buy it, and the questions concerning 
the value conferred on adjacent sitea by capital expended by 
the public on the public property rise in an acute form. If 
the whole area were public property, the increased values 
would automatically fall into that public purse, by expendi- 
ture out of which they had accrued. Again, if any industrial 
opportunity is opened in a particular place, which makes a 
man’s labour worth more within a certain radius of that place 
than it is elsewhere, the owner of the soil can ^make him pay 
more as a condition of allowing him to live there; for the 
soil on which a man is worth more than on any other 
soil itself becomes worth more than other soil, and if its 
quantity is closely limited the marginal increment may be 


heavy. 

These and many other considerations are pushing legis- 
lation in the direction both of the taxation and of the 
communalising of land. Perhape all eocial and economic 
questions are questions of degree, and although we have seen 
that every kind of property is subject to increments and 
decrements of value by the action of others than its possessors, 
yet this is most conspicuously so in the case of land. And 
its fixity makes it particularly easy to secure its public 
possession. The instinct, then, that the increase of wealth 
due to the communal progress should fall under communal 
control or should be distributed amongst those who have 
created it, though quite incapable of being logically confine 
to the land, can, nevertheless, find in the land an eminently 

suitable subject on which to fasten. 

We need not carry our analysis any further. It ass 
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shewn ua that man7 doctrines and many social purposes are 
blended in the movements which are vaguely thought of as 
tending to the nationalisation of land. Taxing the unearned 
increment, when land passes from hand to hand, is an attempt 
to secure to the nation a portion at least of a value, the 
creation of which cannot be brought home to any assignable 
individual or individuals, and may, therefore, be considered 
as a communal product Taxing building sites is based on a 
belief that the economic forces unite individual holders of 
land in the neighbourhood of cities into tacit combinations, 
which, while not benehtii^ them economically as a class, are 
detrimental to their fellow-citixens. For the theory is that by 
preventing the natural spread of cities they actually realise 
the enhanced value of their sites more slowly and in smaller 
bulk than they would do if they allowed the city to spread. 
Allotments and Small Holdings Acts, so far as they contemplate 
the acquisition of land by local authorities, rest to a largo 
extent on the conviction that when cultivation of the land 
realty offers an eligible alternative to the labourer, the small 
shopkeeper, or the crsfCeman, there is often a tacit com- 
bination to shut him out of it ; or, where this is not the case, 
that he may require some help and encouragement in starting 
his new career, which it is not U> the economic interest of any 
individual to give him, but which the nation ie willing to 
risk for national purposes. Other points that have been 
touched upon are sufficiently clear without further comment. 
And, lastly, the example of great estates mantled entirely by 
agents (or bursars) fosters the idea that land is a convenient 
form in which public bodies may hold property. 

It is to be noted, however, that the nationalisation of land 
could not, in any direct or immediate form, create wealth. If 
the nation takes it, it must take it from somebody. No wealth 
would be immediately or directly destroyed and none would be 
created ; and if any one was at once to be the richer in couse- 
quence of land nationalisation, some one else would have to be 
poorer. In any scheme of land nationalisation, however, a 
distinction must be drawn between the question from whom the 
wealth is to be taken and the question in what form it is to be 
held. Acquiring land does not necessarily mean that the land 
ia to be taken without compensation from the persons who 

2y 
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now own it, though it might mean that ; but it most mean 
that the value of the land is taken from some one, unless, 
indeed, it should be borrowed ; and in that case the burden of 
the interest would have to be borne by some one. 

It would be out of the question to attempt an exhaustive 
analysis of the many-sided phenomenon of Trade Unionism, 
A Trade Union is, amongst other things, an intclli- 
department, enabling a man to know, better 
than be could find out for himself, where he is 
likely to hnd the marginal significance of his labour highest, 
and what that significance is likely to be, Further, it may 
be a benefit club, providing him with sick pay, outK)f-work pay, 
or an old age peosioa But its most characteristic functions 
are connected with the principle of collective bargaining. If 
a man earning 25s. a week thinks he is worth 28&, and bis 
employer does not agree with him, and each is determined 
to act on his opinion, the man will leave his employnaent and 
will get work elsewhere if he can, The stake with which be 
has backed his opinion is a high one, for if he is wrong be 
will suffer heavily before he has found it out. And he may 
after all be right, in the sense that he really was worth 28a 
to his employer, and would be to other employers if he could 
but get at them, but he may, nevertheless, fail to find any one 
else who will give him even 25a On the other hand, the 
employer backs his opinion by a comparatively light stake, for 
if he loses the services of a man who would have been worth 
28a to him, and savea the ws^e he would have paid him, he 
is only the loser by the undetermined margin of the gain he 
would have made on employing him, and this will constitute 
a very small part of bis Income; whereas the workman risks 
the whole of hia The workmen, therefore, taken severally, 
are at a disadvantage in bargaining with the employer. If. 
however, the whole body, or a considerable number of them, 
determine to back their opinion, they will bring the stake of 
the employer individually to something more like equality with 
the individual stake made by each of them; for though it 
would make little difference to him to lose the services of one 
man, it would make a great difference to him to lose the 
services of many or of all of them. Moreover, by accumulating 
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a fund they can hope to diminish their risk by gaining a power 
of resistance which will secure respectful treatment ; and by 
spreading their sacrifices over a long period of preparation and 
accumulation they may make them at a lower total cost, should 
the worst come to the worst 

But as far as we have yet gone it would seem that 
both employer and employed would have an interest in 
ascertaining how much the man is really worth, and that 
the competition of the employers will tend to secure him 
in getting it ; for, if the employers are always eager to uke 
a man if be is willing to work for less than he is worth 
to them, will not every employer prefer making a shilling 
a week himself to seeing another make Is. 6d. ? And 
will he not, therefore, bid the man up until he is receiving 
hia full economic wage ? It would, therefore, seem that the 
machinery of Trade Unionism is a rather elaborate provision 
for the assistance of economic forces which are strong enough 
to look after themselvea But here an interesting point 
arises. Suppose two employers of a thousand hands each 
are paying 2&e. a week to each of them, and that each 
employer knows that every mao is really worth 2S8. a week 
to him, i.s. if he lost the services of one man, at the margin of 
a thousand, it would reduce his own incomings by 28s. h week. 
It follows that it would pay each of them to take on a certain 
number of extra hand^ not only at 258. but at anything short 
of 288. So it is generally argued that each of the employers 
will compete for the men with the other until the wage is 
raised to 286. But this is not really so ; for, if an employer 
took on, say, a hundred more meti at 268. or 27s., he would 
have to raise the wages of the thousand men he already 
employs by one or two shillings each. He would, if he 
raised wages to 266., get a hundred new men wortli 28s. 
each for 26s. and so make a clear profit of £10 a week, 
but he would have to pay a thousand extra shillings a week 
to his present men, and so would lose a clear profit he is 
now making of. £50. If he got the new men at 278., the 
gain would be £5 and the loss £100. The employers, of 
course, perfectly understand this practically, and consequently 
there is an automatic lock on U)e competition of the large 
employers, without the oeceesity of any formal combination 
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or agreement amongst them. They will decline to bid for 
a few extra men and a small extra profit which would isTolve 
a greatly increased expenditure. Each, then, will contentedly 
remain at the point at which he stands. TbeoreticaUy, it 
would seem, it is only where there is a fringe of smaU 
employers that there is any effective competition amongst 
those already in the trade. If a small man who is not 
employing any hands at all, or is only employing two or 
three, sees his way to taking a job that would employ ten 
men, and making £1 a week clear profit, he may bid for 
them. There will only be, at most, two or three shillings a 
week to set against the gain. He, therefore, might become an 
effective competitor for labour in the market. But if the 
business is one that it is difficult to enter without the 
expenditure of large capital and the lapse of considerable 
time, the established employers will be shielded for a con> 
siderable period against competition from fresh employers, 
who have not the choice between normal and abnormal 
profit in the business, but only between the normal profit 
and none at alt This seems to be the true economic 
justification of collective bai^ining; for, if the hands are 
sure of their case, they can, by the threat of a strike, place 
before the established employer the alternative that would 
face him if he were thinking of entering the trade, namely, 
the payment of the economic wage of 288., or ceasing to 
conduct the business at all. 

But while discovering the economic justification of 
collective baigainiog we have also unveiled the theoretical 
possibility of its being an economically destructive force ; 
for the established employer is not, after all, in the position 
of the man who is thinking of entering the industry. His 
capital is not free for other alternatives, and it is conceivable 
that a powerful organisation may compel him to make such 
terms as would have precluded him from entering the 
industry and will preclude others from doing so. This course, 
if successfully maintained and persisted in, would ruin the 
industry. Hence, it would appear that the action of Trade 
Unions in demanding a rise or resisting a fall of wages is 
justified only when the ideal economic position coincides 
with their demands. And by the ideal economic position 
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I mean the position that would be determined by the 
marginal economic worth of eveiy man if they all moved 
freely to the positions in which that worth was highest, 
depleting the less remunerative trades and so raising the 
marginal significance of labour in them and replenishing 
the more remunerative trades and so bringing down their 
mai^nal rewards to equality with those of the other& This 
being so, it is conceivable that an arbitrator or even a 
government official might be able to form a closer estimate 
of the actual economic position than would be arrived at 
by a combination of employers and a combination of 
employed trying their strength one against the other. 
On the other band, it would be exceedingly dangerous to 
assume that this would be so, and only so far as it was so 
could the award be really effective ; for, though it is con- 
ceivable that an external authority might determine that all 
persona employed in a certain industry should be paid at a 
certain rate, it would be impossible to enforce the employment 
of a given number of men at that rate. Men might turn 
to other employments, or employers might take on fewer 
hands, if the award did not correspond with the economic 
facts of the situation. 

A number of questions arise in connection with the 
enforcement, whether by Unions or by the Slate, of a standard 
or minimum wage. If no one is to be employed in a 
certain industry at less than 28a a week, then no one who 
ie not deemed worth 286. a week will be employed in tliat 
industry at all, and the ranks of the unemployed may be 
swelled. The unwillingness of employee to take on any 
but young men, and the cruel hardship auffei'ed by men 
wlio have passed their full strength, because they cannot 
find employment at the standard wage and the employers 
arc forbidden by the Unions to pay them anything less, is, 
with apparent justice, attributed to this cause. And all 
proposals for establishing a rigid minimum wage should 
take careful note of thia You cannot make a mau worth 
a given wage by saying that he shall not be offered and 
shall not take any less. You rob him of such earnings as 
he could make and the community of such results as his 
labour could produce, and this sterilising of his powers of 
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productioa seems to have no compeosation. Tlje Trade 
Unionists, us a body, appe^ir to be convinced that allowing 
a man who ia not worth the full wage to accept a lower 
remu Deration would have a detrimental effect on their 
interests, but it is Uifticult to see any general principle on 
which this appre) tension can be based ; and possibly it may 
rest in part on that most natural, but socially most pernicious, 
conception, that we have spoken of elsewhere as the lump- 
of •labour theory.' The necessity of making some provision 
for their own members when out of work must act as a 
check upon powerful Trade Unions which might otherwise 
be tempted to maintain a wage which would involve 
extensive unemployment. Any proposal that relieves or 
tends to relieve those w*ho have a powerful voice in fixing 
the rate of wages from this burden, so as to give the higher 
wage to those who are employed and throw the care for 
the unemployment it causes upon other shoulders, should be 
watched with the utmost jealousy. 

Aud this brings us to our last series of remarks on the 
subject of Trade Unionism. If, and in so far us, the Trade 
Unions seek to limit their numbeis, or to limit the output, 
and so to maintain their wage, they are seeking to establish 
themselves as privileged members of society, and are acting 
uusocially, And if, and in so far as, they successfully resist 
an access to their numbers which would reduce their maigiual 
significance wliile increasing that of other groups (by 
hypothesis now lower than theirs), they are ^ain acting 
unsocially, though naturally. Lastly, the justification of a 
strike must be that there are not a sufficient body of persons 
able and willing to do the work demanded at the wage offered. 
If the employers can find competent workers who will accept 
the wage they offer, that is an indication that, should the 
claims of the strikers be met. these others, able and willing to 
do the work on certain terms, would be driven to alternatives 
less eligible to themselves. And this, again, is establishing 
and maintaining a position of privilege to the detriment of the 
unprivileged workers. We are driven, therefore, to the hard 
saying that the hatred of the blackleg, however natural, has 
no social justification, and if ever a Union has to invoke 

I Page S&4. 
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public odium Co assist it in defeating the blackleg, it seems 
to shew that its position is economicallj unsound. It is, of 
course, possible that the blacklegs, being inferior workmen, 
maj really be less than worth their wage, so that permanent 
employment of them would be economically ruinous to the 
employer. In such cases the show of carrying on the business 
may be mere bluff, intended to demoralise the Unionists by a 
pretended independence of them. But, if the blacklegs are 
really doing the work, they are demonstrating that the Unionist 
claiiu is for a position of privilege and is anti-social Acts of 
personal cruelty and spite in this connection are always 
formally condemned ; but, under the impression (a mistaken 
one as I have tried to shew) that such acts are done in a 
good cause and are directed against men who are “ traitors " 
not only to their own mates but to humanity, they are 
sometimes judged leniently or altogether condoned. If it is 
true that acts of cruelty and tyranny are largely practised, 
us is hotly asserted and as hotly denied, no one can be more 
interested in their extirpation than the leaders of the Trade 
Unions themselves. 
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Summary, — V'MQ.tiud rewnius of some kinds may he afjpro- 
priated to pvhlio putpous, and exceptionally kiyk private 
revenv4 of all kinds may be taxed, to a degrte that cannot 
he iheoretieaily determined beforehand, without detriment 
to the springs of induitrial efficiency. A marCs share in 
such public revenue may he independent of his economic 
worth. So far men may be required to give according to 
their means, and may receive according to their needs. 
But the economic forces tend to give every man what he 
is ioortk to others, neither less twt more. The economic 
problem of poverty, therefore, regarded as a part of the 
social problem, but not the wh^e of it, is the p7^oblem 
of making the ** underpaid ” worth more so that they toill 
receive more under the pressure of tlu economic forces. 
This may be attempted by developing their powers, physical 
and mental, and by impartially securing access to oppor- 
tunities. The consequent abolition or reduction of privilege 
may cut down many of the mighty from their seals, aiA 
exalt the humble. Preparing for the Kingdom. 

In a brief concluding chapter we may attempt to draw 
together che concluaione that are warranted hj the whole 
coarse of out inquiry, 90 far as they bear upon the question 
of decuring a less uneven distribution of w^tb. Every one 
is shocked by the co-existence of luxurious wealth and hope- 
less poverty side by side, The time is gone for a fatalistic 
acquiescence. The warning that if we try to mend things 
we shall only make them worse is losing its terror. On the 
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Other hand the he 7 day of Utopias, in which both the condi> 
tions of life and human nature itself were to be completely 
revolutionised, seems to be passed. Few people are now 
either so certain that they will succeed or as much afraid of 
trying as they were even a few years ago. Increased inteU 
leetual caution and increased practical boldness seem to 
characterise the present in contrast with a very recent past. 
But theory may still be useful, partly in pointing out the 
most hopeful lines for experiment and yet more in enabling 
us to understand and profit by its results. It is true that 
an appalling sense of helplessness must often overwhelm 
the student as be contemplates the magnitude of the 
problems and the uncertainty and feebleness of the methods 
by which the attempt is being made to solve them ; but a 
note of hopefulness can genetully be heard from those 
who are most closely engaged in the actual battle, and 
who, one would think, have best reason to despair- To us, 
too, in all social matters hope is a paramount duty,’' but 
BO is a determination not to feed ourselves aud others on 
illusiona 

Setting aside more ambitious and revolutionary schemes, 
and taking it that the economic pressures, which urge every 
man to place himself under the conditions in which he will 
be useful to others, will remain the great nioving forces of 
the industrial world, we ask how the general le\'el of success 
in gaining a steady foothold in that industrial world may be 
raised, and how failure, rising from lack of opportunity, lack 
of capacity, or accident, may be robbed of its sting. Tl)e 
successful have always acknowledged some kind of obligation 
to the unsuccessful. Theoretically, no man need starve in 
our country, but until lately the public as distinct from the 
private provision for the defeated and unsuccessful has been 
consciously and intentionally grudging and reprobating. It 
has been thought that, dread- of want beiug the great stimulus 
to effort, the natural or social penalties of failure may indeed 
be mitigated to some extent, but must not be un()\vea to 
become other than terrible. A marked change is coming over 
our feelings in this respect It is already difficult to recover 
the attitude of mind in which it was serioualy believed thal 
the prospect of a workhouse, little short of penal in its reguk- 
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tioDB would create an eoei^y and thrift whicli the prospect 
of an old age pension would hamstring. 

But in what sense need there be any failures at all ? 
What proportion of the failures are due to lack of opportunity ? 
And how far need the success of one be accompanied not only 
by the relative but by the absolute failure of another? This 
is tlie problem to which we are now addressing ourselvesj 
and there is a widely spread and still spreading conviction 
that the actual human material that comes into existence 
year by year is capable of indefinitely better development 
than it now receives, with indefinitely better results. We 
have seen reason to believe that some of the contemplated 
methods of amelioration are illusoiy*, but the awakened spirit 
of humanity will not accept defeat. If our investigations 
have been in any degree enlightening, they will be forgiven 
for l>eiDg sobering. 

The central thesis of this book is that, so far as the 
economic forces work without friction, they secure to every one 
the equivalent of his industrial significance at the point of 
the industrial organism at which he is placed. The full and 
comprehending acceptance of this principle would at once 
dispel a number of hopes and banish a number of fears and 
scruples. It used to be maintained, for instance, that if the 
workers of the country had allotments, or if cheap baths and 
wash-houses were provided for them at the expense of the 
municipality, or if in any other way their condition were 
improved, their wages vrould automatically fall. Naturally it 
is true that if such improved conditions were extended to 
persons within a certain area, and were not available elsewhere, 
there would be a tendency to migrate to that area, and so to 
over.stock the local markets of labour and reduce the wages 
thei-e ; but this would not be because the workers were better 
off, but because there were more of them without proportiotjal 
increase in the other factors of industry. Again, we may set 
aside at a stroke the fear that old age pensions, for example, 
will lower the rate of wages by creating a set of persons who 
“ can afford to work cheap.*' If men get what they are worth, 
and if the worth of a man who has 58. a week safe is as high 
as that of one who has nothing, then he will receive as muclj. 
It may of course be true that he was receiving more than 
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he earned because the payment was not wholly economic, ami 
that when the obligation to keep the man’s head above water 
is assumed by the State it is dropjied by the individual. I hit 
that is another matter. And so far as any friction caused 
by imperfect markets and imperfect mobility has to bo over- 
come, the man who has somethiug to fall back upon will be 
better able to exact the payment for his full economic worth 
than the man who has nothing. 

On the other hand the idea that life can be improved 
by a simple decree that higher wages shall be paid, in other 
words the hope of social regeneration by the enactment of a 
minimum wage, appears to be illusory. We have noted again 
and again that you cannot make a man worth so much a 
week by saying that he shall receive it, and that the economic 
fowes will never induce any one to give a man nioit? for his 
work than that work is worth to the giver. The only circum- 
stances under which the enforcement of a minimum wage 
can be theoretically defended aie when there is reason to 
believe that the economic conditions really justify a higher 
wage, but that friction and leiliargy prevent the economic 
forces acting ; or when the creation of u certain amount of 
unemployment is deliberately contemplated under the idea 
tlmt it will be easier to deal with than a moss of employment 
at starvation wages. We sUrt, then, from the thesis timt if 
there are great bodies of persons in every country receiving 
starvation wages, it must be either because the economic 
fortes cuunot overcome certain frictions, or because the 
I)er8on8 in question, under existing circumstances, are not 
imlustrially worth uny more than they are receiving. If so, 
it is no use denouncing some one else for not giving them more 
than they arc worth. We must cither overcome the in- 
dustrial Jrictions, or make them worth more where they are, 
or place tlicm somewhere where they will be wortli more. 
The sternly tendency of present movements is to concentrate 
on the attempt to make them worth more. The cry for 
feeding school children, which defies all the wisdom of our 
fathers, justifies iUelf by pleading that ill-nourished children 
will be worth nothing, and, therefore, will get nothing, in the 
mdwstrial world. This is only carr^dng a step further the 
principle that wus acknowledged long ago in the State aid of 
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education, and finally in the full acceptance of the national 
responsibility for the education of the people. But many are 
bitterly disappointed with the results of compulsory education 
and sceptical as to the value of our present methc^s, and are 
trying to conceive of a system of true education, at once 
industrial and human, that shall be a great instrument for 
training, sorting, and directing the faculties and developing 
tile characters of the community, so as to make every talent 
available for the highest and most urgently needed function 
which it is capable of performing, and making every normally 
efficient man and woman wortli enough at the margin to be 
able to command the means of a human life. 

The population question in the old sense no longer 
troubles us. We have no fear of “population overtaking 
the means of subsistence ** in the abstract. But it may well 
be that labour exchanges aud emigration offices may have 
to be organised on an international scale to secure the due 
balance aud distribution of eHbrts ; and the growing belief 
that it is our collective duty to take charge in some way 
or other both of the children and of the unemployed directs 
many minds to speculate on the possible rise of the stupendous 
problem of the r^ulation of population in the not distant 
future. Only experience, however, can decide whether better 
conditions of life and a fuller sharing by the State of the 
responsibilities of the parent will really tend to stimulate, 
in any unmanageable degree, the multiplication of a helpless 
population. There are many reasons, to say the least, for 
gravely questioning it 

Meanwhile, we can already trace in the Allotments and 
Small Holdings Acts the feeble beginnings of a movement 
to open fresh opportunities, and to force, against the obstruction 
of prejudice or class jealousy, fresh channels through which 
the economic forces may beneficently flow. 

The means for all these developments must be secured 
by a frank recognition of the claims of the unsuccessful and 
unfortunate upon the successful and the fortunate. The 
tax on “ unearned increment ” is an initial claim of the com- 
munity on the unearned income which is perpetually flowing 
into private handa And the super tax even on earned incomes, 
if they are sufficiently high, is an acknowledgment of the 



CH. Ill 


CONCLUSION 


701 


principle that success, as such, has its special duties. Our 
general principle will uot incline us to fear that if success 
is “ robbed of its reward,” to a certain extent, it will cease 
to be attractive, and men will be too much discouraged to 
care to exert themselves. On the contrary,' we have seen 
reason to believe' that the more highly a man is paid, the 
less work he is Ukely to wish to do for pay. so that in theory 
cumulative taxation should make men of exceptional ability 
and success more rather than less industrious. And surely 
we may hope (or at the very least we may " dream a dream of 
good ” and be the better for it) that the time will come when 
a rich and successful man Ukes a pride in thinking that his 
direct public usefulness automatically increases with his grow- 
ing command of resources for his private purposes. 

We have already spoken of the fund, let us hope the 
growing fund, of public spirit which devotes administrative 
t&lent to the commuDal eemce. 

But we, the privileged, must remember that if we are in 
earnest we are endeavouring to curtail or to abolish privilege. 
We are throwing open the preserves, and in proportion as 
we succeed in our endeavours, we and our children will have 
to take chances in a world that has no special care for ua 
We can contemplate the prospect without dismay if we believe 
that the lowest places in a regenerated industrial society will 
be places that can be filled with dignity and satisfaction, and 
will yield the conditions of a truly human life. So and only 
so can we accept without either terror or self-reproach a com- 
petitive system. We can only regard the highest suciess as 
an object of honourable ambition, if the failure to attain 
success does not involve the exclusion from all that makes life 
worth living. 

And, finally, how are we individually to prepare for the 
Kingdom ? By learning to find our chief delights in the 
things which • all may share and which are the solace, not 
of our class, but of our humanity. By learning to rejoice 
m the comrnon weal, and to respect and enjoy the communal 
property. By learning to feel that ■■ keeping up appearances " 
u a sorry substitute for grasping realities which would cost 
the same sum. And above all by underetandi.ig that the 

‘ Sm 77. 
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relatively wealthy aod successful man, by unconsciously shew- 
what the things for which he most cares really are, directs 
the ambitions and moulds the aspirations of tlmse who have 
less power of realising their ideals than he has himself. 

As the wealthy are called upon to bear* more and more 
of the public burdens, as the privileged see their preserves 
invaded, as equality of opportunities moi-e and more prevails, 
and men rank according to their worth, not according to 
their antecedents, there will be bitterness and indignation 
wherever the value of humanity has not come to be felt as 
higher than that of position. The triumph of a material 
democracy, without the corresponding spread of the democratic 
spirit, would cause acute distress and sense of wrong in the 
face of phenomena which would be hailed with heartfelt 
tlmnkfulness weie the democi-atic spirit i>enetratiugly present 
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THE MARXIAN THEORY OF VALUE 

DAS KAPITAL : A CRITICISM ' 

I HAVE long wished to Uy before the disciples of Karl Marx 
certain theoretical objections to the more abstract portions of 
Das KapUal which suggested themselves to me on my first 
reading of that great work, and which a patient and repeated 
study of it have failed to remove. 

The editors of T<hDay, with equal candour and courtesy, 
have given me the opportunity I sought ; and my first duty 
is to thank them for opening the pages of their review to a 
critical analysis of the teaching of the great Socialist thinker. 
The sense of obligation will be more than doubled if any student 
of Marx should think my criticisms deserving of a reply ; for 
while making no illusions to myself as to the probability of 
serious and matured convictions being shaken, on either side, 
by such a controversy, I am none the less persuaded that in 
studying so profound and abstruse a work as Das Kapilal, 
neither disciples nor opponents can afford to neglect the side- 
lights that may be thrown upon the subject by any earnest 
and intelligent attempt to analyse and discuss it from a point 
of view differing from their own. 

As a challenge, then, to a renewed study of the theoretical 
basis of Das Kapital, the following remarks may perhaps be 
regarded as not altogether out of place in To-Day, even by 
those Socialists who are most convinced that a vigorous pro- 
paganda, rather than a discussion of fust principles, is the 
specific work to which the Socialist press is now called. 

* [ItopriAtoa from To.Day, Vol. II. (Kow SoHm). pp. Oct., 1S&4.1 
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It has been held by Economists of the most widely diver- 
gent schools that the wages of manual labour normally tend, 
under existing conditions, to sink to a point at which they 
barely suffice to support existence and allow of reproduction ; 
and that the only means (always under existing conditions) 
by which wages could be pennanently raised would be a col- 
lective refusal on the part of the working-classes to live and 
propagate on the terms at present granted — i.s. a raising of 
the standard of minimum comfort. This position — which I do 
not stay to examine— is accepted by Marx (Dus Kapitaly pp. 
155-163 l73-5]).‘ 

But if his results coincide, in this respect, with those of 
the old school of Economics, the grounds on which he rests 
them are, of course, entirely different. 

In the Malthusian philosophy the reason why wages steadily 
tend to the minimum allowed by the standard of comfort 
{aliUr dictum — to starvation point) is sufficiently obvious. It 
is a law not of society but of nature. The point of diminish- 
ing returns '' has been reached and passed, and every addi- 
tional labourer whom the increase of population throws upon 
the field reduces the average productiveness of labour, so that 
there really is less wealth per bead to be consumed, and each 
labourer, of course, gets less for himself. This is supposed to 
go on until the labourers refuse to add to their numbers (standard 
of comfort check) or are unable to do so because their children 
cannot live (starvation check). 

On the monstrous assumptions of Malthusianism all this 
is obvious enough ; but it need hardly be said that Marx does 
not grant these assumptions, and must, therefore, find some 
other explanation of the phenomenon they are called on to 
account for. It is not in the material environment of humanity, 
but in the social and industrial organisation of capitalistic 
societies that we must look, according to Marx, for the reasons 
that force men to accept starvation wages. 

What is it, then, in the conditions of modern industrialism 
that compels the producers of all wealth to make such hard 
terms with the non-producers t What is it that constantly 

1 1 cite from tbe secood Gertoen edition (1S72), which ie mohoblj the 
one in the hands of moat of my taadera. References to the French irans* 
lation are added in square brackets. 
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fills the markets with men willing ami anxious to si-ll tliclr 
“ labour force ” for the wages of bare subsistence ? 

As far as I can see, Karl Marx gives two distinct ami dis- 
connected answers to this question- In the later portion of 
Ba$ Ka-pitai (I speak, of course, of the single volume pub- 
lished), he shows how the alternate expansions and contrac- 
tions of the several branches of industry, aggravated by the 
disturbances caused by the introduction of “labour-saving’* 
machinery and so forth, tend constantly to throw upon tho 
market a number of unemployed labourers, who will offer their 
“labour-force** to the purchaser at prices barely adequate to 
support existence. All this seems to me worthy of the most 
earnest attention ; but it is not my present purpose to dwell 
upon it further ; for according to Marx there is a deeper cause 
of the phenomenon we are examining, immanent in the very 
fact of the purchase of labour-force “ in the market at 
all, and essentially independent of any such influences as I 
have just refened to which may depress or disturb that 
market when once established. It is to this alleged inherent 
necessity of “ capatalistic '* ‘ production that I wish to direct 
attention. 


Throughout hi$ argument in the published volume of Aw Kapitel Murx 
aotis With the "cupiUlut" bid ply m tn employer of lultour, reBcrving for 
future treutroent not only the merohent, but the poseeMor and in\*eHiof of 
money who draw# intereat from it without personally engagmiE in anv in- 
duatrial or vommercial pursuit (pp. 14$, N9 \m. ?ObJ). Nqw it is the in- 
u “TU’ il* English.writing eoonomistB. such 

call the capitalist, in contradistinction lo the employer of labour or the 
iTMtr. who may or may not be bis own capitalist. On this. hoH>evcr I do 
not insist. Marx is lustificd, from his point of view, in using the term as 
ho does, for he regards the function of (he employer of labour. ».r. (he pur. 
chase ot la l>our force and the employment of it in produdng "uiilitics * 
commodities, or "/ares ” {vide in/n). as (he sole normal source of that 
surplus value which is subsequently divided up into rriit, interest nrid 
Fohl (PP- 204. 20o, 2J0. d. 195 noU [if2b, 94b. cf. Aba, nett}). Accordiiifi 
to bin, thcreforo, tbe function of the “rentier" or receiver of interest is 
merely a derived form of the function of the "entrepreneur" or cmnlover 
of labour, and it » this latter who is (he " capiuliA " per cxtclUncf the 
prime recipient or extractor of all ibe wealth whnb labour creates, but which 
.u « perfectly aware, though I am not 

sure that hia discij^ always remember It, that (his view of the origin of 

1ml »PP««™ to sund in glaring contradiction to expwience 

and to the historical order in which the successive forms of eapiS have 

^ rilnl this apparent conlradbtloD can only be removed 

*.k " ad given in the published volume of Dae 

« • fvtvre portion of the work (pp. 
jU, «. 148, 140, 205 [133«, cf. 896, 70 b, 9261); but asrain I have no inten. 
tion of insisting upon this, as my purpoac is not lo i^ire whether Marx’s 
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I must ask leave to restate the main positions which lead 
up to Marx's conclusions in the order which will be most con- 
venient for subsequent analysis. According to Marx, then, the 
(exchange) value of wares is determined by the amount of 
labour necessary on the average to produce them, and in the 
last resort their average selling price de|>ends upon their value 
(pp. 52, 81, 151 note 37, etc. (30a, 4‘2o, 706 note, etc.]), so that 
in dealing with normal relations we must always assume that 
whatever is sold or purchased, is sold or purchased at its full 
value and no more. 

The manufacturer, then, must be supposed to sell his pro- 
duct at its value, which is as good as to say that he receives 
a sum of money for it representing the number of days of labour 
required to produce it. But he must also be supposed to have 
purchased all the machines, raw material, labour- force, etc., 
necessary to production at their value, be must have given 
as much money for them as represents the number of days 
of labour needed to produce them. Now if we take any one 
of these necessaries of production, such as the coal needed to 
work the engines, and inquire into the relation in which it 
stands to the value of the product, the problem seems to be 
a very simple one. Inasmuch as a certain amount of coal 
must be burned before so much cotton cloth can be produced, 
the labour expended in getting the coal is in reality a part 
the labour expended in producing the cotton cloth, and in 
estimating the value of the cotton cloth, we must reckon in 
so many days’ labour expended in getting coal. The cloth, 
then, is more valuable than it would have been had the coal 

«sp]sDStjon of tb« pbenom«ns ol espliiUUtic indualry u sdequsM, but whether 
the fnodsmentsl snslyeie upon which it reaU u sound. 

With Kference to the terms " commodity " snd “ wsrs,” which wm 
frsqasfilly occur is this srtkle. it msy be noticed thst Men's uss of tbs 
wo^ (or concrete objects ezsctly correspondA to JeTOOSS 

definition of e commodrly : " By commodity wo shsll undenUod any objMt, 
substsneo. action or service, which can afford pleaaure or ward off paui 
(TAeory of Pol. Sc., p. 41), except that Man wooJd substitute " tsbour>forw, 
etc.,*' for “action or se rv ice.** It seems a pity that “utilities” as a desiff* 
nstioD of concrete objects ia not sanctioned by En g l is h usage. Marz us^ 
Waare to signify a commodity or “utility” wAtcA isos made expretily vUk 
the view of ochanyiny it, not of using it directly (p. 15). It sMipa to ^ 
that wore is tbs proper Bnglisb for this, though then are indications that 
Marx himself might perhaps have taosSated it “commodity,” a term which 
in English writers certainly does not carry the differentia of his Waare. 
Paasagee bearing on the correct traoslatioo of Waare will be found on pp. 
15. 17, 56. 61 . 63 . HI. 137, etc., of Dae KapitaJ. 
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been unnecessary to its production by the precise amount of 
labour needed to produce the coal; but by hypothesis this 
is exactly represented by the money paid for the coal, so tijat 
the price of the coal (if purchased at its value) will reappear 
in the price of the cloth (if sold at its value) — so much and no 
tnore. The same reasoning will apply to the machinery, raw 
cotton, and so forth. The labour needed to produce each of 
these is labour needed to produce the cotton, and the fact that 
they are all necessary to the production of cotton enhances 
the value of cotton by preclselj' the amount of their own value 
—80 much and no more. But when we come to labour-fone, 
the case is different- Labour- force, like every other ware, has 
its value determined by the amount of labour needed to pro- 
duce it. Now the amount of labour needed to produce, say, 
a day's labour-force, is the amount of labour needed to pro- 
duce food, clothing, etc., adequate to maintaining the labourer 
in working condition for one day, allowance being made for 
the support of a number of children adequate to keeping up 
the supply of labourers, and so forth. Our capitalist then 
goes into the market and purchases labour-force at its valite,^ 
Wc may suppose, for the sake of argument, that this value 
represents six hours' work, i.e. that it would need so much work 
to provide the labourer with all things needful to keep him 
in working condition for one day. The capitalist, then, by 
expending a sum of money representing six hours' work ha.s 
purchased at its value, and Iwcornes the possessor of, a day’s 
labour-force. It is now at his absolute disposal, and on the 
supposition that a man can work eight or ten hours a dav 
without any undue strain upon his system (so that the labour- 
force, the value of which the capitalist has paid, is labour- 
force capable of being applied over eight or ten hours), it is 
obvious that the capitalist will realize a gain of two or four 
hours’ work. He (virtually) puts into the labourer (in the 
shape of food, clothing, etc.) a value representing six hours* 
work, and in virtue of this transaction, he causes the labourer 
to put eight or ten hours’ work into the cotton. Hence tlie 


‘ He may, anU often does, porcliase it beJow ila ^-aluc, hut the abstract 
argument aesumae the contrary aa the normal coiHlitkm of thinjw. It U 
jasential that tbia should be quite clearly undcpslood. (Of. pn 150 131 
A wUhIcn Kapiub-Werth dcr von ihm gckauften 

ArbeiUkraft) and [70 and 93 b] pauim.) ® 
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result that, though he buys all the thiags needful to the pro* 
duction of the cotton (including labour-force) at th^ir value, 
and sells his cotton at ils value, yet more value comes oul than 
f^oes in. This “ more is the surplus value ** to secure which 
is the capitalist’s aim, and fiom which interest, rent and profit 
are ultimately cut out as so many slices. 

The production and appropriation of this surplus value is, 
according to Marx, the immanent law of capitalistic produc- 
tion, and no mere incidental development of it. If the extrac- 
tion of surplus value from the application of labour-force were 
rendered impossible, the capitalist would lose his sole motive 
for engaging in his peculiar form of production at all. 

I believe this is a fair summary of Marx’s argument, and 
if so, its essential positions are as follows : — 

First. The (exchange) value of a ware is determined by 
the amount of labour needed on the average to produce it. 

Second. There is such a degree of correspondence between 
the value of a ware and its average selling price, that for theoreti- 
cal purposes we must assume that nominally wares are bought 
and sold at their values. 

Third- Labour-force is (in our industrial societies) a ware 
subject to the same laws and conditions of value and exchange 
as other wares. 

Whether Marx’s conclusions can be logically deduced from 
these positions or not is a question which I will not attempt 
to answer now, for 1 am concerned with the positions them- 
selves. Against the second (when a correct definition of value 
has been reached) 1 have nothing to urge. It is the first and 
third that I wish to test. 

With reference to the theory of value, it will be convenient 
to follow Marx in his fundamental analysis of the process of 
exchange. 

He begins by pointing out that the fact of two wares bemg 
exchangeable (no matter in what proportion) implies of neces- 
sity both Verschiedenheit and OleichheU ; that they are 
not identical (else the exchange would leave things exactly where 
it found them), and that they are different manifestations or 
forms of a common something (else they could not be equated 
against each other). In other words, things which are exchange- 
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able must be dissimilar tn quaUli/, but yet they must have some 
common measure > by reduction to which the equivalent portions 
of each will be seen to be idenliad in quantity. 

Now with regard to the qualitative dissimilarity, I do not 
see that there is any room for difference of opinion- It con- 
sists in the divergent nature of the services rendered by the 
respective wares. Cast-iron nails and new-laid eggs differ in 
respect to their “ value in use."' They serve different pur- 
poses. Even a red and a blue ribbon, though they both serve 
purposes of adornment, are capable each of rendering some 
particular services of adornment under circumstances which 
would make the other a mere disfigurement. I agree with 
Marx, then, that the Verschiedenheit of the wares is to be found 
in the respective Gebrauchswerlk of each, or, as I should express 
it, commodities differ one from another in their specific utilities. 

But in what does the Gkichkeit consist? What is the 
common something of which each ware is a more or less ? Marx 
replies that to get at this something, whatever it is, we must 
obviously set on one side all geometrical, physical, chemical 
and other natural properties of the several wares, for it is pre- 
cisely in these that they differ from one another, and we are 
seeking that in which they arc all identical. Now in setting 
aside all these natural properties, we are setting aside all that 
gives the wares a value in use. and there is nothing left them 
but the single property of being products of labour. But the 
wares, as they stand, are the products of many different kinds 
of labour, each of which was engaged in conferring upon them 
the special physical properties in virtue of which they possess 
specific utilities. Now to get at that in which all wares are 
identical we have been obliged to strip off all these physical 
properties in which they differ, so that if wc still regard 
them as products of labour, it must be labour that has no 
specific character or direction, mere “ abstract and indiffer- 
ent human labour,” the expenditure of so much human braiii 
and muscle, etc. The Gleichkeit, then, of the several wares 
consists in the fact that they are all products of abstract human 
labour, and the equation z of ware A = y of ware B, holds in 
virtue of the fact that it requires the same amount of abstract 
)\uman labour to produce x of ware A or y of ware B (pp. 12. 
13, cf. 19, 23, sq. [14^. 15a, cf, 17a, 19 sq.]). 
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Now the leap by which this reasoning lands ua in labour 
as the sole constituent element of value appears to me so sur- 
prising that I am prepared to learn that the yet unpublished 
portions of Da$ Kapital contain supplementary or elucidatory 
matter which may set it in a new light. Meanwhile the analysis 
appears to be given as complete and adequate, so far as it goes, 
and I can, therefore, only take it as I find it and try to test 
its validity. But instead of directly confronting it with what 
seems to be the true analysis of the phenomenon of exchange, 
I will follow it out a little further, and we shall see that Marx 
himself introduces a modification into his result (or develops 
a half-latent implication in it), in such a way as to vitiate the 
very analysis on which that result is founded, and to lead us, 
if we work it out, to what I regard as the true solution of the 
problem. 

A few pages, then, after we have been told that wares 
regaixled as valuables " must bo stripped of all their physical 
attributes, t.e. of everything that gives them their value in 
use, and reduced to one identical spectral objectivity, as mere 
jellies of undistinguishable abstract human labour, and that 
it is this abstract human labour which constitutes them valu- 
ables, we find the important statement that tfu labour doss 
not count unUss it is useful (pp. 15, 16, 64 [16a, 35a]). Simple 
and obvious as this seems, it in reality surrenders the whole 
of the previous analysis, for if it is only useful labour that counts, 
then in stripping the wares of all the specific properties con- 
ferred upon them by specific kinds of useful work, we must not 
be supposed to have stripped them of the abstract utility, con- 
ferred upon them by abstractly useful work. If only useful 
labour counts, then when the wares are reduced to mere in- 
different products of such labour in the abstract, they are still 
useful in the abstract, and therefore it is not true that ** no- 
thing remains to them but the one attribute of being products 
of labour ** (p. 12 [146]), for the attribute of being useful also 
remains to them. In this all wares are alike. 

Armed with this result, let us return to the fundamental 
analysis of the phenomenon of exchange. 

The exchange of two wares implies a heterogeneity (Ver- 
schiedenheit) and a homogeneity (Gleichheit). This is implied 
in the fact thnl (he^ are exchangeable. And here I must cbal- 
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lenge the attention of students of Das Kapilal to the fact tl.at 
the analysis by which “ labour ” is reached as the ultimate 
Mnstituent element of (exchange) value, sterte from the nuked 
fact of exchangeability and U said to be involved in that fact. 
It 38 true that in the instances given by Marx the articles ex- 
changed are wares {i.e. commodities which have been produced 
for the express purpose of exchange), and moreover wares 
which can practically be produced in almost unlimited quanti- 
ties. It is true dso that Marx elsewhere virtually drfines value 
so as to make it essentially dependent upon human labour 
(p. 81 [43o]). But for all that his analysis is based on the 
bare fact of exchangeability. This fact alone establishes Ver- 
s^iedenkeit and Gkichheit, heterogeneity and homogeneity 
Any two things which normally exchange for each other, whether 
p^ucts of labour or not, whether they have, or have not, 
what we chiwe to call value, must have that “ common some- 
thing in virtue of which things exchange and can be equated 
with each other; and all legitimate inferences as to wares 
which are drawn (tom the bare fact of exchange must be equally 
legitimate when applied to other exchangeable things. 

Now the “common something,” which all exchangeable 

things contain, is neither mote nor less than abstract vtilitii 

..empower of satisfying human desires. The exchanged articles 

differ from each other in the specific desires which they satisfy, 

they resemble each other m the d^e of satisfaction which they 

confer The VerscAudenhetl is qualitative, the Gleichkeit is 
quantitative. 

It cannot be urged that there is no common measure to 
which we can reduce the satisfaction derived from such differ- 
ent articles M Bibles and brandy, for instance (to take an illus- 
tration suggested by Marx), for as a matter of fact we are all 
0 us making such reductions every day. If I am willing to 
g ve the same sum of money for a family Bible and for a dosen 

factiOM their possesion will afford me to a common measure 
^d have found them equivalent. In economic phrase the 

LVrt® “«Uty for me. In popdar 

(and highly significant) phrase, each of the two things fs LrtA 
as much to me as the other. ® 

Marx IS, therefore, wrong in saying that when we pass 
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from that in which the es^changeable wares diSer (value in 
use) to that in which they are identical (value in exchange), 
we must put their utility out of consideration, leaving only 
jellies of abstract labour. What we really have to do is to put 
out of consideration the concrete and specific qualitative utilities 
in which they differ, leaving only the abstract and general 
quantitative utility in which they are identical. 

This formula applies to all exchangeable commodities, 
whether producible in indefinite quantities, like family Bibles 
and brandy, or strictly limited in quantity, like the “ Raphaels,” 
one of which has just been purchased for the nation. The 
equation which always holds in the case of a normal exchange 
is an equation not of labour, but of abstract utility, signifi- 
cantly called worth. The precise nature of this equation we 
shall presently examine ; but let it be observed, meanwhile, 
that “labour” is indeed one of the sources (not the only one) 
alike of value in use (specific utility) and value in exchange 
(abstract utility), but in no case is it a constituent element 
of the latter any more than of the former. A coat is made 
specifically useful by the tailor's work, but it w specifically 
useful (has a value in use) because it protects us. In the same 
way, it is made valuable by abstractly useful work, but it « 
valuable because it has abstract utility. Labour, in its two- 
fold capacity of specifically useful work (tailorii^, joinery, etc.) 
and abstractly useful work, confers upon suitable substances 
both Gehrauchswer/h (value in use) and Tanschwerih (value in 


exchange), but it is not an element of either. 

1 venture to think that if any student of Marx will cari- 
didly re-peruae the opening portion of Das Kapital, and especi- 
ally the remarkable section on “ the two-fold character of the 
labour represented in wares ** (pp. 16-21 (16-18]), he will be 
compelled to admit that the great logician has at any rate 
fallen into formal (if not, as I believe to be the case, into sub- 
stantial) error, has passed unwarrantably and without warn- 
ing, from one category into another, when he makes the great 
leap from specific utilities into objectivised abstract labour 
(p. 12 [146]), and has given us an argument which can only 
become formally correct when so modified and supplemai^^ 
as to accept abslracl xUUUy as the measure of value. 

But to many of my readers this will appear to be an absurd 
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and contradictory conclusion. “When all is said and done," 
they will think, “ we know that as a matter of fact the ex- 
change value of all ordinary articles is fixed by the amount 
of labour required to produce them. It may be true tliat / 
am willing to give equal sums for A and B because they will 
gratify equally intense or imperious desires, but, for all that, 
the reason why / Aaoe /o give equal sums for them, and why 
I can gel them for equal sums, is that it took equal amounts 
of labour to produce them ; and the proof is that if owing 
to some new invention A could be made henceforth with half 
the labour that it requires to make B it would still perform 
the same service for me as it did before, and would tlicrefore 
be equally useful but its exchange voIm uvuld be less." 

It is the complete and definitive solution of the problem 
thus presented which will immortalise the name of Stanley 
Jevons, and all that I have attempted or shall attempt in this 
article is to bring the potent instrument of investigation which 
he has placed m our hands to bear upon the problems under 
discussion. Under his guidance we shall be able to account 
for the coincidence, in the case of ordinary manufactured articles 
between “ exchange value ” and “ amount of labour contained ” 
while clearly perceiving that exchange value itself is always 
immediately dependent, not upon “amount of labour" but 
upon abstract utility. 

The clue to the investigation we arc now to enter on is 
furnished by the combined effects of “ the law of indifference ” 
rn 1*'' variation of utility " (see Jevons’s Theoru 
0 / Polled Economy, pp. 49 and 98). By the former of these 
laws when a commodity is perfecUy uniform or homogeneous 
m quality, any portion may be indifferently used in place of 
an equal portion ; hence, in the same market, and at the same 
moment, all portions must be exchanged at the same ratio " • 
and by the latter, each successive increment of any given com- 
modity (at any rate after a ceitai.. point has been reached) 
s^isfies a less urgent desire or need, and has. therefore, a less 
utility than the previous increment had. For example, one 
Mat possessed by each member of a community would satisfy 
urgent needs of protection and decency ; whereas a second 
coat possessed by each member would serve chiefly to satUfy 
he less urgent needs of convenience, taste, luxury, etc. Now 
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in a community every member of which possessed two coata 
already, a further increment of coats would {oelem paribus) 
satisfy a less urgent need, possess a less utility, and therefore 
have a lower exchange value than would be the case in a com- 
munity each member of which possessed only one coat ; and, 
by the law of indifference/* all coats (of Identical ^^uality) 
would exchange with other goods at this lower ratio. Thus 
the abstract utility of the last available increment of any com- 
modity determines the ratio of exchange of the whole of it. 
The importance of those facts in their bearing on our problem, 
I must endeavour briefly to indicate, while referring to Jevons 
for their full elaboration. 

Exchange value is a phenomenal manifestation (conditioned 
by our present social and Industrial organisation) of equivalencs 
of utility, which equivalence of utility would, and does, exist 
even under industrial conditions which render its manifesta- 
tion in the particular form of exchange value impossible. Let 
us, then, try to track it down on ground where it is less sur- 
rounded by complications and prejudices than it is at home. 
“All the mystery/' says Marx, “ of the world of wares, all 
the false lights and magic which play about the creations of 
labour when produced as wares, disappear at once when we 
have recourse to other forms of production. And since Politi- 
cal Economy delights in Robinsoniads, let us begin with Robin- 
son on bis island ” (p. 53 [30]). I accept this invitation, and 
proceed to make my own observations on what I see. 

Robinson, then, has to perform various kinds of useful 
work, such as making tools or furniture, taming goats, fish- 
ing, hunting, etc. ; and although he does not ever exchange 
things against each other, having no one with whom to ex- 
change, yet he is perfectly conscious of the equivalence of 
utility existing between certain products of his labour, and as 
he is at bberty to distribute that labour as he likes, be will 
always apply it where it can produce the greatest utility in 
a given time. The need of food being the most urgent of all 
needs, his first hours (if we suppose him to start with nothing) 
will be devoted to procuring food, but when he has got some 
little food, a further increment of it, however acceptable it 
would be, is not so necessary as the first instalment was, and 
will, therefore, not be so useful. By devoting a few hours 
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to the search for, or construction of, some rude shelter he will 
now be producing a greater utility than be could produce in 
the same time by obtaining more food ; anrl tlius he con- 
tinues always producing so much of what he wants most tliat 
the next increment would have a less utility than some other 
thing which it would take the same time to secure. He has 
arrived at a state of equilibrium, so to speak, when his stock 
of each product is such that his desire for a further increment 
of it is proportional to the time it would take to produce it, 
for when this state of things is realised, equal expenditures 
of labour, wherever applied, would result in equal utilities. 

Let us now take the case of an industrial community the 
labour of which is directed to the immediate supply of the 
wants of its own members, without the intervention of any 
system of exchange, and let us suppose, for instance, that it 
takes a working member of such a community four days to 
make a coat and half a day to make a hat. We will put all 
other branches of industry out of consideration, we will sup- 
pose that at a given moment the members of the community 
are, owing to some special cause, equally ill-provided with 
coats and hats, and that under the climatic and other condi- 
tions to which they ate subject, it would cause them equal dis- 
comfort to go without coats or without hats. A hat is there- 
fore, at the present moment, as useful as a coat, and it onlv 
takes one-eighth of the time to make it. Labour will there'- 
fote, be dimcted to hat-making rather than to coat-making ; 
for why should I spend four days in producing a certain utility 
when I could produce another utility exactly equivalent to it 
in half a day ? But when a certain number of hats have licen 
made the inconvenience caused by the insufficient supply be- 
comes less wute, whereas the want of coals is as great m ever. 
Additional hats, therefore, would no longer be as useful a.s the 
same number of additional coats, but would be, say, half as 
weful. But since a man can produce eight hats in the time 
It would take him to make one coat, and since each hat is worth 
half as much (i.e. is half as useful) as a coat, he can still pro- 

*hich he could 

produM in the same time by making coats. He therefore goes 

""" diminiah- 
g, and the tunc soon arrives when additional hats would l« 
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only one-eigklk as useful as tbe same number of additional 
coats. A man can now produce equal utilities in a given time 
whether he works at coats or hats, for though it will take him 
eight times as long to make a coat as to make a hat, yet this 
coat when made will be as useful as eight hats, it will be worth 
eight hats to the community. Equilibrium will now be estab- 
lished, because the stock of coats and hats is such that the 
utility of more coats would be to the utility of more hats as 
the time it takes to make a coat to the time it takes to make 
a hat. But observe a coat is not worth eight times as much 
as a hat to this community, because it takes eight times as 
long to make it (that it always did, even when one hat was 
worth as much to the community as a coat) — but the community 
is willing to devote eight times as long to the making of a coat, 
because when made it will be worth eight times as much to it. 

The transition to the industrial conditions under which we 
actually live is easy. Indeed it is already contained in the 
word " worth.'" The popular instinct has appropriated this 
word to the ** common something ” which all exchangeable 
commodities embody, irrespective of the industrial conditions 
of their production and of the commercial conditions of their 
circulation and consumption. From my own individual stand- 
point I may say that A is worth as much to me as B, i.e. that 
there is to me an equivalence of uliUiy between A and B, though 
their specific utilities may be wholly unlike. From the stand- 
point of communistic or patriarchal economics, 1 might use 
the same language with the same meaning. A is worth as 
much to the community as B, i.e. there is an equivalence of 
utility to the community between A and B. Lastly*^ from the 
point of view of a commercially organised society in which 
no man's wants are reckoned unless he can give something 
for their gratification (the ordinary point of view) we may say 
" A and B are worth the same,” there is an equivalence 
of utility to ‘the purchaser’ between A and B/*— “there 
are persons who want more A and persons who want more 
B ; and the desire for more A on the part of the former (as 
measured against their desire for other commodities), is equiva* 
lent to the desire for more B on the part of the latter, measured 
in the same way “ the (exchange) values of A and B are 
equal.” 
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One point remains to be cleared up. In tlie case of manu- 
factured articles, such aa hats and coats, for instance, tl»ere 
IS always a certain stream of supply flowing, and when wc 
speak of the desire for more hats,” we must be understood 
to mean, not the desire on behalf of purchasers for more hats 
than they have, but their desire for more hats than arc being 
supplied, i,e. the pressure (or rather suction) which seeks to 
widen supply. By the ” law of indifference ” it is the force 
of demand at the margin of supply which determines the ex- 
change value of the whole. For example, a watch of a cer- 
tain quality is worth £15 to me, i.e. it would have as great a 
utility to me as anything else which I have not got, and which 
I could obtain for £16. But watches of the quality in ques- 
tion are now being supplied to the commercial society of which 
I am a member at the rate of fifty per dUm, and the ranks 
of the men to whom such watches are worth £15, are only 
recruited at the rate of ten per diem. The ranks of those to 
whom they are worth at least £10 are, however, recruited at 
the rate of fifty per diem, i.e. the worth or utility of watclies 
of such and such a quality, supplied at the rate of fifty per 
diem, is, at the margin of supply, £10, and, therefore, by the 
law of indifference” all the watches exchange at that same 
rate. A desire for all the watches that are available (theoreti- 
cally identical with the desire for an infinitesimal increment 
of watches beyond what are available) is felt by persons to 
whom each watch has a utility represented by at least £10. 

A desire for ww of the watches (but not aU) is felt by persons 
to whom each watch would have a utility represented by some 
larger amount, in some cases perhaps £15 or even more, but 
this high utility of watches to some people does not affect their 
utility at the margin of supply, and therefore does not affect 
their exchange value. Thus, while value in exchange is rigidly 
determined by value in use, yet it may happen that any num- 
ber of persons short of the whole body of purchasers, may 
obtain for £10 each, watches which have a utility /or them 
represented by something more than £10. It is needless to 
add that the ” margin of supply” may be fixed by the hold- 
ing back from the market of a certain part of the commodi- 
ties in question by the traders, or by the deliberate limitation 
of the production by the manufacturera, or by the physical 
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limits imposed on the manufacture, or perhaps by other causes. 
This does not affect the matter. 

Let us now take up the problem from the other side. 
Watches are being produced at the rate of fifty per diefn, and 
they are worth £10 each when produced. It requires, say, 
twelve days’ labour to produce a watch, and (due allowance 
being made for the quality of the labour (cf. Das Kapital, 
p. 19 [17a]) wc will suppose there is no other direction which 
could be given to this labour by which in the same time it 
would produce anything worth more than £10, i.t. having a 
greater utility at the margin of supply than the watch has. 

Now suppose an improvement in the manufacture of watches 
to be made which saves twenty^five per cent of the labour. 
Til is does not, in itself, affect the utility of watches, and there- 
fore, nine days’ labour applied to watch-making will now pro- 
duce as great a utility as twelve days applied to any other in- 
dustry. Anyone who has the free disposal of labour will of 
course, now apply it to watch-making, but the watches he 
makes wt7/ no longer be as %tsefxd aa watches have been hitherto, 
and for the following reason. There are more watches avail- 
able now than there were formerly. If they are all to be 
bought (or indeed used) they must, some of them, be bought 
(or used) by persons to whom (in comparison with other things) 
they are less useful than the watches formerly sold were to 
their purchasers. All the persons to whom a watch was as 
useful as 200 lbs. of beef (supposing beef to be a shilling a 
pound), or anything else they would get for £10, are already 
supplied (or are being continuously supplied as they continu- 
ously appear), and if more watches are sold it must be to per- 
sons to whom they are only as useful as, say, 180 lbs. of beef 
would be. A man to whom one watch was as useful as 200 
lbs. of beef, but to whom a second watch in the family (though 
a great convenience) was not so imperiously required as the 
first, will now determine to buy a second watch which wiU 
be less useful than the first, but still as useful as 180 lbs. of 
beef. Others to whom even a single watch would not have 
been as useful as the greater amount of food, purchase one 
now because it is as useful as the smaller amount. The use- 
fulness of a watch at the margin of supply is now represented 
by £9. The value of watches has fallen, not because they eon- 
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tain le^$ ia^ur, but because the recent increments Ijavo been 
less useful^ and by the “ law of indifference ” the utility of 
the last increment determines the value of the whole. 

Still, however, there is an advantage in making watclies. 
Nine days’ labour applied in any other direction would only 
produce a utility represented by £7 : lOs., whereas if applic<l 
to watch-making it will produce a utility represented by £9, 
Labour free to take any direction will still be directed to watch- 
making, and by increasing still further the number of watclies 
available, will again lower their usefulness (measured by its 
ratio to the usefulness of other things) at the margin of supply, 
till at last there are so many watches already in the posses- 
sion of those to whom they arc useful, or in the normal stream 
of supply, that any further increment of watches would not 
be more useful to anyone than 150 lbs. of beef or a dress suit, 
or a sofa, or new clothes for the children, or something else 
which he wants, which he has not got, and which he can get 
for £7 : lOs. When this point is reached equilibrium is restored. 
Nine days’ labour produces a utility represented by £7: 10s., 
whether devoted to watch-making or anything else. The value 
of the watch now coincides with the amount of labour it con- 
tains, yet it is not worth £7 : I Os., neither more nor less, be- 
cause it contains nine days of a certain quality of labour, but 
men are willing to put nine days and no more of such labour 
into it, because when made it will be worth £7 : 10s., atjd it 
will be worth that sum in virtue of its utility at the margin 
of supply which, by the “ Jaw of indillerence,” determines its 
exchange value. 

The correctness of this theory of value may be tested In 
another way. Utility arises from the power possessed by cer- 
tain things of gratifying human desires. We have seen tliat 
as these things are multiplied, the desires to which each suc- 
cessive increment ministeis, become relatively less intense, by 
which their utility at the margin of supply (called by Jevons 
their “final utility”) is lowered. Wc have seen that this 
” law of variation of utility ” fully accounts for all the pheno- 
mena of supply and demand and for the coincidence, in the 
of articles that can be indefinitely multiplied, between 
the relative amounts of labour they contain and their rela- 
tive values. But if utility is the real constituent element of 

da 
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value, there must be another aspect of the question. Utility 
rising out of a relation between human desires and certain 
things {whether material or immaterial), must he affected by 
any modiheation either in the things or in the desires. We 
have seen that in many cases labour can indefinitely modify 
the number of the things, and by so doing can modify their 
(final) utility, and so affect their value. But there are other 
things which are normally exchanged (and which we must, 
therefore, regard as containing that “common something*’ 
which is implied in every equation of exchange, and to which 
it is the height of arbitrariness to refuse the name of “ value *’), 
the number and quality of which labour is powerless to affect ; 
and yet they, too, rise and fall in value. Such are specimens 
of old china, pictures by deceased masters, and to a greater 
or less degree, the yield of all natural or artificial monopolies. 
The value of these things changes because their utility changes. 
And their utility changes, not because of any change in their 
own number or quality, but because of a change in the desires 
to which they minister. I cannot see how any analysis of the 
act of exchange, which reduces the “ common something *’ im- 
plied in that act to labour can possibly be applied to this class 
of phenomena. 

We have now a theory of value which is equally applicable 
to things that can, and things that can not, ht multiplied by 
labour, which is equally applicable to market and to normal 
values, which moves with perfect ease amongst the bourgeois 
categories ” that have been prominent in the latter part of 
our argument, and fits all the complicated phenomena of our 
commercial societies like a glove, and yet all the while sho^ 
that these phenomena are but the specially conditioned mani- 
festations of the ultimate and universal facts of industry, and 
find their analogues in the economy of a self-supplying patriarchs 
community or of Robinson Crusoe’s island. 


It only remains to apply oux results to Marx’s theory o 
surplus value. The keystone of the argument by which « 
theory is supported is, as we have seen, the proposition t 
the value of labour-force is fixed by the amount of la w* 
needed to produce it, whereas in its expenditure that sam® 
labour-force liquefies into a greater amount of labour tnan 
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took to produce it, so that if a man purchases labour-force 
at its value, he will be able to draw out at one end of his 
bargain more labour {and therefore more value) than he puts 
in at the other. 

We have now learned, however, that value does not depend 
upon “amount of labour contained “ and does not always 
coincide with it. Under what conditions does it so coincide ? 
And does labour-force comply with those conditions ? When- 
ever labour can be freely directed to the. production of A or 
B optionally, so that x days of labour can be converted at 
Will into y units of A, or z units of B, then, but then only, 
will labour be directed to the production of one or the other 
until the relative abundance or scarcity of A and B is such 
that y units of A are as useful at the margin of supply as z 
units of B- Equilibrium will then be reached. 

But if there is any commodity C, to the production of 
which a man who bos labour at his disposal can not direct 
that labour at his will, then there is no reason whatever to 
suppose that the value of C will stand in any relation to the 
amount of labour which it contains, for its value is determined 
by Its utility at the margin of supply, and by hypothesis it 
js out of the iwwer of labour to raise or lower that margin. 

Now this is the case with labour-force in every country 
m which the labourer is not personally a slave. If I have 
obtained by purchase or otherwise the right to apply a cer- 
tain amount of labour to any purpose I choose, I cannot direct 
It at my option to the production of hats (for instance) or to 
ffu jrroductKm of hhourforce. unless I live in a country where 
slavcbreeding is possible ; and. therefore, there is no economic 
law the action of which will bring the value of labour-force 
and the value of other commodities, into the ratio of tlie amounU 
of labour respectively embodied in them. 

It apjwars to me. therefore, that Marx has failed to indi- 
cate any immanent law of capitalistic production by which 
a man who purchases labour-force at its value will extract 
from Its consumption a surplus value. We are simply thrown 
back upon the fact that a man can purchase (not produce) 
as much labour-force as he likes at the price of bare subsist- 
ence. But this fact is the problem we are to investigate, not 
the solution of the problem. 
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The object of this paper is purely critical, and my task 
is, therefore, for the present, completed. Only let me repeat 
that in the latter portion of the published volume of Das Kapital 
Marx appears to me to have made contributions of extreme 
importance to the solution of the great problem, though I 
cannot see that they stand in any logical connection with the 
abstract reasoning of his early chapters. 

THE JBVONIAN CRITICISM OP MARX 

(A Comment on the Rev. P. H. Wieksfeed*8 Article by 

Bernard Shatr. •) 

The October number of To-Day is memorable for contain- 
ing an attack by a Socialist on the theory of value held by 
the late Karl Marx. A Roman Catholic impugning the infalli- 
bility of the Pope could have created no greater scandal Sen- 
tence of excommunication was pronounced by Justice. The 
Inquirer atid other papers well affected to the cause demanded 
impatiently, as the months passed, why the heretic remained 
unanswered. That he can easily be answered, refuted, exposed, 
smaslted, pulverised, and economically annihilated, appears to 
be patent to many able Socialists. Without adding such an 
atrocious comment as that I am glad to hear it, 1 do not mind 
admitting that a certain weight will be removed from my mind 
when the attack is repulsed, and the formerly pellucid stream 
of the Ricardian labour value theory has deposited the mud 
which the late Stanley Jevons stirred up in quantities which, 
though expressed by differentials, were anything but infinitely 
small Mr. P. H. Wickstecd, the assailant of Marx, has adopted 
the devonian theory. He is known as an accomplished Scrip- 
tural critic, and was perhaps in search of fresh Bibles to criti- 
cise when Das Kn/nVof, the Bible of Socialism, came under his 
notice and struck him as being vulnerable to devonian equa- 
tions of utility. Socialists often dogmatise intolerably on the 
subject of what Marx taught, or what they suppose him to 
have taught, on the subject of value ; and Mr. Wicksteed, 
being a sworn enemy of dogma, has in my opinion acted wisely 
as well as written ably in leading the assault which must have 

‘ (Ueprlnl^U ffom ro-rfay, Vol. HI- (New SeKea), pp. 22-26 (Jsn., ISSS).) 
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been made sooner or later upon the economic citadel of Col- 
lectivism. An odd effect of this assault is the appearance of 
Marx, for the first time since he defended Ricardo against 
Proudhon nearly forty years ago, in the ranks of the orthodox 
economists. As against Cournot, Jevons, Walras, Professor 
Marshall, and Mr. F. Y. Edgeworth, Marx is undoubtedly on 
the side of the standard English school of Adam Smith, Ricardo, 
Mill, and Cairnes. His disciples are still a little bewildered at 
being no longer scouted as the dupes of a revolutionist and 
incendiary, but patronised as the old-fashioned followers of an 
excellent writer of the past generation, whose ideas, all very 
well in their day, are now quite obsolete. 

I have not the slightest intention here of defending Karl 
Marx against Mr. Wiebteed. It is impossible, in the face of 
the Miitre dt la Pkilotophic, and several passages in Ca}}i(al, 
to suspect Marx of having lost sight of the supply-and-demand 
phenomena which make the actual world so different from 
the sphere of catallactic atoms with which he deals in the 
opening chapters of his great work. On the other hand it is 
equally impossible, without access to tlie unpublished volumes 
of that work, to answer for the way in which so subtle a reaaoner 
may have reconciled these contradictions, or even to feel sure 
that JevoDs might not, had he lived, have found himself anti- 
cipated in the very quarter from which lie expected the most 
determined opposition. I write partly to draw further atten- 
tion to a controversy which seems to me of great interest 
because it is one on which Socialists, without at all ceasing to 
be Socialists, are sure to divide very soon ; and partly because 
I wish to have a word with Mr. Wicksteed as to my own per- 
plexities concerning final utility ” before some more compe- 
tent hand deals him the coup de grdee to which I have already 
alluded- Even were I economist enough to do that myself, I 
am not mathematician enough to confute Mr. Wicksteed by 
the Jevonian method. I somewhat mistrust mathematical sym- 
bols, I remember at school a plausible boy who used to prove 
to me by algebra that one equals two. He always began by 
saying, “ Let ar equal a'* I saw no great harm in admitting 
that ; and the proof followed with rigorous exactness. The 
effect was not to make me proceed habitually on the assump- 
tion that one equals two, but to impress upon me that there 
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was a screw loose somewhere in the algebraic art, and a chance 
for me to set it right some day when I had time to look into 
the subject. And I feel bound to make the perhaps puerile 
confession that when I read Jevons’s Tht<rry of Political Pconomy, 
I no sooner glanced at the words “ let x signify the quantity 
of commodity.*' than I thought of the plausible boy, and pre- 
pared myself for a theory of value based on algebraic proof 
that two and two make five. But as it turned out, Mr, Jevons, 
less ingenious or more ingenuous than my schoolfellow, anived 
at no more remarkable conclusion than that if x equalled y, 
y equalled x, which I should have granted freely without the 
aid of algebra, And I was much relieved subsequently to find 
that the late Professor Caimes regarded these equations as 
identical propositions. 

Says Mr. Wickstced : “ The clue to the investigation wc 
arc now to enter on is furnished by the combined effects of 
the * law of indifference ’ and ‘ the law of the variation of 
utility.’ " I^t us take an example of the law of the varia* 
tion of utility. To a hungry man the utility of beef is high. 
The first few mouthfuls, which save him from actual starva- 
tion. arc of very great utility to him indeed. But as he gets 
his fill, every successive mouthful has less and less utility, until 
finally he can eat no more, and the remainder of the beef is 
useless to him. Here the utility has varied constantly. Now 
by the law of indifference, which is that there cannot be two 
prices for like commodities at one time in one market, the 
last mouthful of beef costs just as much as the first. CodM' 
quently the man has not to pay more for the first mouthful 
than for the twentieth, though it is infinitely more useful to 
him, nor, when he has eaten so much that be can eat no more, 
could he buy another mouthful more cheaply than the first, 
useless as the beef has become to him. The value has not 
varied at all, whilst the direct utility has varied from mfinity 
to zero. But the beef which is thus bereft of its direct utility 
may possess acquired utility ; that is, its satiated possessor 
may have a hungry neighbour willing to pay him for it. Sup- 
pose, however, the man to be a member of a wholly improvi- 
dent community, every member of which has just, like him- 
self, had a sufficient dinner. The utility of his beef will then 
be at zero ; the choicest undercut will be as valueless as it is 



THE UAHXIAX THEORY OF VALUE 


727 


in heaven, no mattor how much labour its production may 
have cost, Utility, then, is evidently a condition of value, 
But let six hours elapse. In that space Nature produces ‘‘ nega- 
tive utilities ” in the form of appetite : the universal discom- 
modity. The utility of beef, useless and valueless six hours 
before, rises to the utility of human life itself : from nothing 
to everything. Will the exchange value rise equally ? By no 
means : it will rise to the cost of catching, killing, and cook- 
ing a cow : not a farthing higher. If a man demand a greater 
price from another, obviously that other will, in the last resort, 
catch, kill and cook for himself, and so save the excess demanded 
from him. If the labour necessary to produce the beef be halved 
or doubled, neither the mass nor the final degree of utility in 
the beef will be altered one jot ; and yet the value will be 
halved or doubled. Evidently, then, the utility does not deter- 
mine the value. The utility of water to a thirsty man is exactly 
the same at Aldgate Pump as in the middle of the Sahara, yet 
he will give nothing at Aldgate for a gallon, whereas in the 
Sahara he may give all he possesses for a thimbleful. Even 
in the latter extreme instance of a monopolist demanding an 
outrageous bribe for a share of the means of subsistence, the 
price of the water would vary without the least regard to the 
utility. To half a dosen travellers dying of thirst, but having 
unequal possessions, half a dosen Naughts of water would 
possess equal utility ; yet a Jevonian sheikh with command 
of the water would receive different quantities of commodity 
for each draught. And if the parties were in the same posi- 
tion a few hours later, the desperate necessity of the travellers 
would recur ; the sheikh would still have command of the 
water, the final utility of which would again be infinite ; yet 
the price of the water would be a mortgage on their future 
labour as slaves ; the travellers having nothing else to give. 

I use this illustration because it shows that even a monopoly 
value is not determined by the final utility any more than 
a market value (such as that of beef), and because it directly 
illustrates the ordinary economist’s habit of regarding the value 
of a thing as the maximum of blackmail which its possessor 
can extort from the person who desires to consume it. To 
the end of time a monopolist who cazmot be expropriated by 
force will be able to force other men to do more labour for 
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him than he does for them in return. If he be at once base 
and acute enough to extort the utmost his victims will give, 
then, in a community of infinitely rich men, the prices obtained 
by him might be said to be determined by the final utility of 
his commodity to the purchasers ; but each of them would 
pay a different price, and would, therefore, have to be pre- 
supposed incapable of exchanging the commodity one with 
another after purchasing. Otherwise they would defeat the 
operation of final utility, precisely as rich people defeat it now 
when tlicy borrow their servants* clothes and obtain gratuitous 
medical advice at hospitals. 

‘'If I am willing,” says Mr Wicksteed, “to give the 
same sum of money for a family Bible and for a dosen of brandy, 
it is because I have reduced the respective satisfactions their 
possession will afford me to a common measure, and have 
found them equivalent.” This may be so ; but it docs not 
at all follow that Mr. Wicksteed will find Bibles and brandy 
exchanging in that ratio. The price of neither would be raised 
or lowered by one farthing if Mr. Wicksteed suddenly got tired 
of tliG Bible and became a dipsomauiac. Apart from that 
his nearest teetotal neighbour would probably give more money 
for a Bible thau for a dozen hogsheads of brandy ; while the 
nearest drunkard would eagerly offer a dozen Bibles for a single 
bottle of brandy, if the ratio of exchange were determined by 
the i2tility of the commodities. But as the rain falls alike on 
the just and the unjust, so is the price of Bibles and brandy 
the same to hlr. Wicksteed and his neighbours, though the 
utility differs in each of their cases. And even were it pos- 
sible to determine an average ratio of utility between brandy 
and Bibles, the fact that this would remain the same although 
tlie ratio of the labour necessary to produce them should vary, 
and that the ratio of exchange would nevertheless immediately 
alter, shews that the ratio of exchange does not depend on 
utility. Mr. Wicksteed insists on “abstract” utility; but 
what he has really abstracted is not utility but value. He 
has accused Marx of having leaped from one category to another, 
because, as it seems to me, he has mistaken the category to 
which his own abstraction belongs. 

Every appreciative reader of Mr. Wicksteed *s article will 
at once conclude that these considerations are as obvious to 
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him as they are to me, and that his theory must in some way 
explain them. “ For example,” he says, " a watch of a cer- 
tain quality is worth £15 to me : i.e. it would have as great 
a utility to me as anything else which I have not got, and 
which I could obtain for £15 ” But again it does not follow 
that the watch will therefore cost Mr. Wickstecd £15. It may 
cost him only £5. All that does follow from the conditions 
laid down is that, if necessary, he will go as high as £15 for 
the watch, but that if the price rises to fifteen guineas he will 
go without a watch. That docs not mean that the utility of 
the watch to him will fall to zero the moment the odd shillings 
are added to the price. It simply means that tliough the utility 
remains the same, he will not be able to afford the price, or 
will think that he might spend fifteen guineas to better advan- 
tage on a writing-table than on a watch. The comparison of 
utility which he has made between them does not change the 
value of either. The order in which desires arise does not 
affect the cost of satisfying them, which is always ultimately 
a cost of labour. On the contrary, the labour cost of satisfy- 
ing our desires generally determines the order of them. A 
child sometimes quarrels with its bread-and-milk and cries for 
the moon ; but eventually it succumbs to economic conditions 
and puU off thinking about the moon until its bread-and-butter 
is secured. 

Mr, Wickstecd maintains that if twenty-five per cent of 
the labour necessary to make a watch be saved by an improve- 
ment in manufacture, the value of watches will fall "not be- 
cause they contain less labour, but because the recent incre- 
ments have been less useful." By this he appears to mean, 
not that a watch is less useful to a workman with a pound 
a week than to a lord with a hundred pounds a day, which 
is obviously not the case, but that the workman can now afford 
to buy a watch whereas he could not do so before. If the deter- 
mination of the ratio of exchange (or the measuft of exchange 
value) by duration of labour be founded on the fact that if 
two “ catallactic atoms ” A and B produce and exchange com- 
modities, A cannot afford to give more than the product of 
an hour of his labour to B in exchange for the product of an 
hour of B’s labour, and that B cannot afford to take less, it 
» not clear to me that Mr. Wickstecd advances the matter 
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by calling exchange value “ utility at the margin of supply ” 
He certainly does not simplify it to the Socialist proletary who, 
face to face with the monopolist, does not achieve quite so fair 
a bargain as a couple of “ catAllactic atoms ” might strike on 
Marx’s principles. 

I regret that the utility of space at the margin of supply, 
the obscurity of the Jevonese laj^age, and the extreme un- 
popularity of our subject, have compelled me to put forward 
a counterblast to Mr. Wicksteed rather than a thorough analysis 
and discussion of his interesting contribution. Some considera- 
tions which arise from his paper are important from a domestic 
point of view. At present a middle-class man, when bis imme- 
diate needs are satisfied, furnishes himself with commodities 
in a certain order, as, for instance, wife, house, furniture, 
pianoforte, horse and trap. The satisfaction of each desire 
leaves the mind free to entertain the next, so that you actually 
make A man feel the want of a horse by giving him a piano- 
forte. Let the cost of a pianoforte suddenly rise to a figure 
exceeding that of a horse and trap ; and the conventional 
order of furnishing will he altered : the horse and trap will 
be bought before the family ventures on the extravagance of 
a pianoforte. A collectivist administration, bound to preserve 
the catal lactic atomicity of the markets by adjusting supply 
to demand, may yet find themselves compelled by the opera- 
tion of purely subjective notions of utility to admit that Jevons 
was on the right track when he broke away from economies 
into psychology, and that the comparative utilities of things 
are of far greater moment to the community than their ratio 
of exchange, to which our social system has given a factitious 
importance. Marx saw this when, many years ago, he com* 
pared the utility of the capitalist commodities, potatoes and 
cotton stuffs, with that of the pre-capitalist commodities, wheat 
and woollens. My own hopes centre in a Social bt state m 
which Mr. Wicksteed and I, as perfect and regenerate catallactio 
atoms, shall dispute about utilities alone, forgetful of the very 
existence of a ratio of exchange. 
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THE JEVONIAN CRITICISM OF MARX. A REJOINDER.^ 

Mr. Bernard Shaw’s brilliant but good-natured “ comments ” 
on ray article on the theory of value seem to invito a few words 
of reply from me. 

I will, however, make them very short. After admirably 
illustrating the fact that to each individual the utility of beef 
runs daily and weekly through enormous variations, Mr. Shaw 
declares that this does not affect the exchange value of the 
article. No more it does, if the variations counteract each 
other. If they are all in the same direction at the same time 
they do affect the exchange value— as Mr. Sliaw would know 
were he a butcher or a housekeeper. But at any rate, says 
Mr. Shaw, the exchange value cannot riae above the “ cost 
of catching, killing and cooking a cow,’’ Had I Mr. Sliaw’s 
pen in my fingers I could give my readers a delectable picture 
of the indignant housekeeper defeating the extortionate butcher 
by sallying forth to catch, kill and cook ‘‘a cow ” for dinner, 
but I will not enter upon an unequal combat in badinage with 
Mr. Shaw. I presume he means that the price of beef cannot 
rise above the cost of bringing it into the market. No more 
\i can, permanently. Teraporarily it can, and often does. The 
only reason why it cannot do so permanently is because as 
long as labour can produce a higher average u'tility by bring, 
mg b«f into the market than by taking any other direction 
It will put itaelf to that special task by preference and so will 
redvee the final vtth(y of beel by supplying the want of it down 
to a lower point. 

I am quite at a toss to know what Mr, Shaw means bv 
saying that “ If the labour necessary to produce the beef be 
halved or doubled, neither the mass nor the final degree of 
uti ity in the beef will be altered one jot ; and yet the value 
will be halved or doubled." Unless and until both the toul 
and the final utiUties are altered the exchange value will remain 
CMctly the same. It is only by producing more beef, and 
tnus at tte same time increasing its total and lowering iu final 
utility that the increased facilities of beef-making can produce 
any effect on the price whatever. 

■ [Repriaud from VoL III. (N.w Swi«). pp. 177-179 (April, 1885).] 
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As for Mr. Shaw’s extortionate aheikh, he simply illus- 
tratos my contention that some of the consumers always get 
the whole, and every consumer may sometimes get a part of 
the commodity he consumes at something less than it ia worth 
to him (the first mouthful of beef costs no more than the 
twentieth), but that all pay the price represented by the mini- 
mum or final utility of the last increment to that one of the 
consumers, to whom it has, relatively to other commodities, 
the least utility. 

Similar remarks apply to Mr. Shaw’s remaining criticisms ; 
but 1 should like to say a word in elucidation of my statement 
that when the supply of any commodity is increased the suc- 
cessive increments meet an ever less urgent want, and are, 
in fact, less and less useful. I admit that in a certain sense 
this language is misleading, for if we are speaking of aisoluie 
utilities the presumption is that if the supply of beef is increased 
till it falls to sixpence a pound, the final increments which get 
into the workman’s alimentary canal are more useful than 
previous ones, the fate of which we need not pursue beyond 
the servants’ hall. But I never compare absolute utilities, 
and I do not see how such a comparison could be instituted 
on any scientific basis. Ail I contend for is that if yesterday 
no one had a watch except those to whom a watch was as 
useful as anything that could be got for £15, and if to-day a 
number of men possess watches to whom they are only as 
useful as other things which could be got for £10, the new watches 
are relaUvely (o other things less useful than the former ones 
were. 

Mr. Shaw’s youthful experiences about x and a are so 
highly instructive that I cannot refrain from dwelling upon 
them for a moment. His friend induced him to “ let x—o, 
and Mr. Shaw — not expecting that x would take any mean 
advantage of the permission — granted the request. But be 
did not understand that in letting = o he was also letting 
and the proof (of the proposition, 2 = 1) that 
“followed with rigorous exactness,” assumed that did 

not equal 0. 

Mr. Shaw arrived at the sapient conclusion that thwe 
was “ a screw loose somewhere ” — not in his own reasoning 
powers, but — “ in the algebraic art ; and thenceforth re- 
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nouncdd mathematical reasoning In favour of the Ittirrary 
method which enables a clever man to follow equally fallac ious 
arguments to equally absurd conclusions withoiU seeing \luxi 
they are absurd. This is the exact difference between tlie 
mathematical and literary treatment of the pure tlioory of 
political economy. 

Only a single word, in conclusion, on the importance of 
this controversy. It is not a mere question of abstract reason- 
ing (although, if it were, that could hardly be urged In its dis- 
paragement by an admirer of Marx)' It affects the whole 
system of economics, and more particularly Marx’s economics. 
In admitted contradiction to apparent facts, and without (at 
present) any attempt to remove the apparent contradiction, 
Maix by sheer logic attempted to force us into the admission 
tliat “ profits,” interest,” and ” rent,” have their origin 
in the ” surplus- value ” that results from purchasing “ labour- 
forec ” at its value, and selling wares at their value. The 
keystone of the arch is the theory of value adopted by Marx, 
and I have tried to show that it is not sound. In doing so, 

1 have found an unexpected but powerful ally in Mr. John 
Carruthers, whose elaborate and thoughtful essay on ” The 
Industrial Mechanism of a Socialist Society,” shows tlie pheno- 
mena of “profits” reappearing, in a modified form, in com- 
munal industry. My own rather clunwy illustrations of the 
varying utilities and values of “coats and hats” etc., laboured 
under the disadvantage of requiring my readers to imagine 
the wants of society in part at least supplied successively, not 
contemporaneously. Mr Carruthers escapes this, and shows 
how, in a communal industry, the price (though he woukl not 
say the * exchange ” value) of each article depends on its final 
utility, and that it is only when, a$ a consequence of the indica- 
tions tf*u8 afforded, labour has been properly apportioned 

amongst the industries, tliat prices are apportioned to labour 
cost. 



ON CERTAIN PASSAGES IN JEVONS^S 

THEORY OF POLITICAL ECONOMY^ 


The diagrammatic method of studying economics may be 
regarded from three points of view. 

(i.) Many teachers hod in it a stimulating and helpful appeal 
to the eye, and use it as a short and telling way of making state- 
ments and registering results. 

(ii.) A few students treat it as a potent instrument for 
giving precision to hypotheses in the first instance* and then 
for rigorously analysing and investigating the results that How 
from them. 

(iii.) A very few investigators (among whom I think we 
must rank Jevons) have hoped ultimately to pass beyond the 
Hold of pure hypothesis and analysis* and to build up constructive 
results upon empirical cun*es of economic phenomena established 
by observation. 

Precision and firmness in wielding the mathematical method 
as a hypothetical and analytical instrument are of the first 
importance ; for, without them* all its other uses will turn out 
illusory. What may be called the “ picturesque " use of diagrams* 
to illustrate theory* is fatally misleading unless an absolutely 
rigorous and precise interpretation is insisted on ; and empirical 
or hypothetical data may bo seriously misinterpreted, even by 
experts, for want of a sufliciently close preliminary analysis of 
the mathematical Instrument of investigation. 

1 propose* then* to examine certain passages in Jevons s 
great work, in the hope of carrying his analysis a step further 
inward rather than of projecting his results further outward. 

(i.) Gregory King’s ” estimate of the variations in the price 
of wheat. 

* [Reprinted itom Tkt Journal of Sconaniicu, VoU IH., 

Boston, I8S0. pp. 293. 3 14]. 
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The celebrated estimate of the probable effect of serious 
deficiencies in the wheat harvest, usually attributed to Gregory 
^g, but perhaps due to Davenant, is made the subject of an 
interesting investigation by Jevons.* 

The estimate itself may be put into the following form : 
Taking 10 as the numerical value of the normal harvest and 
1 as the normal price, it is estimated that we should have tlio 
price rising to 1.3 for a harvest of 9, to 1.8 for a harvest of 8, 
to 2.6 for a harvest of 7, to 3.8 for a harvest of 6, and to 5.5 
for a harvest of 5. 

Without inquiring into the grounds of this estimate, or mak- 
ing himself responsible for its conectness, Jevons tries to throw 
It into scientific form by deducing from it a law of price as a 
function of quantity, Taking the ordinates to register price, 
and the abscissas quantity, we shall have the following data 


f . 10 

1 ® 

6 ; 

7 

6 

y a . . 1 

' 1.3 


2.0 

3.8 


Of course there arc an indefinite number of possible curves 
that pass through the six points thus indicated, and we sliall 
be guided in our method of attack by anv conceptions we may 
form on general grounds as to the probable form of the curve 
Jevons (p. 170) proceeds : 


.. H *i! “ 0* com sbould never sink to zero, 

as. If abundant, ,t could be uaed for feeding ho«*.. poultry, and eattk 
« for other purposea for wbieh it ia too costly at it i, .L 

« fUl OnTh* T’ T h- been occasionally used 

i. ■» much diminished, the 

price should rise rapidly, and should become infinite before (be quantity 

‘I* point very uncerUin - 

b^l think that a total ddiciency of com could not made up by oZ; 


These considerations lead Jevons to conjecture that the curve 

will be of the form and he fixes the constants 

so as to get a fair approximation to the values given in the 
estimato. He concludes. “ Considering the close approximation 

the 
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in the above numbers, we may safely substitute the empirical 
formula for [Davenant's] numbers.” 

Now I submit that, in the first place, the estimate, whether 
founded on observation or conjecture, obviously refers to wheat 
e xc I usi vely i n its capacity as h uman food. I ndeed, it is distinctly 
implied by Jevons that it is not actually used for any other 
purpose. If we are to consider its use as food for horses or 
(when burned) as manure, we shall have to take into account 
another curve, which will follow its own law, and will have to 
be added laterally to the curve we are now examining, as soon 
as the latter descends low enough to be affected by it.^ But the 
fact that if wheat were cheaper people loouJd buy it for horses, 
docs not in any way, directly or indirectly, affect the price 
they really give, or the price they would give if the supply were 
diminuh^. Obviously, then, the law connecting the six points 
which constitute our data must be independent of such possible 
uses of wheat as are wholly inoperative throughout the region 
over which our observations (or conjectures) extend. In other 
words, our data belong to the curve that connects the price 
and the quantity of wheat as human food, and this curve will 
follow its own law independently of any other curves that may 
combine with it to form the total curve that gives the price of 
wheat as a function of its quantity. Now it is clear that a 
comparatively small increase of the supply of wheat would 
actually reduce its marginal degree of utility as human food to 
zero ; that is to say, would give every potential purchaser as 
much as he wanted to eat. Our curve, then, must not, as Jevons 
thinks, be asymptotal to the axis of 2, but must cut it for a 
comparatively low value of x. 

Again, impending famine will not make the price of wheat 
infinite. There is no such thing as an infinite price. Whether 
or not there can be an infinite is a question of some interest ; 
and I am prepared to defend a negative answer even to that. 
But there can be no question at all as to the impossibility of an 
infinite price. It is a contradiction in terms. Again, a total 
failure of wheat, or even of grain in general, would no doubt 
produce famine, but not amongst the wealthy classes, and fanune 

* This brunch of the subject ia weU worked oat by Welroe in hb “ £Umei^ 
d'£cononU Folitiqut Pure. II* Le 9 on, 30* Le 90 Q e< pa*nm. Cf. my Alphatei 
of Economic Science, p. 60. 
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amongst poor people could not raise the price of corn to any very 
high figure : they can but offer all they have, and before the 
price of com lias risen many liundrcd per cent they will have no 
power to purchase it ; their demand will cease to be “ effective.” 
Amongst the wealthy people and their retainers there will be 
no Jack of meat and potatoes, vegetables, fruits, etc. ; and 
wheat-bread, though commanding a high price, will not be 
purchased, m appreciable quantities, at what wc are accustomed 
to think of as extreme famine prices, for there will be no famine 
amongst the purchasers, there will only be a lack of trend in 
the literal and narrow sense. I must therefore again join issue 
with Jevons in his second assumption ; w*. tliat before we get 
back to the origin, our formula ought to give us an infinite value 
tor y. Indeed, it is pitiable to think how slight the rise would 
probably have to be in order to induce incipient “ famine,” aii<l 
bow false the inference that if people are dying for want of a 
thing the price of that thing must be “ infinite 

Divesting ourselves, then, of Jevous’s preconceptions as to 
the general form of the curve, and reserving our own preconcep- 
tions («z. that the curve wiU cut both axes) to act as a oiiock 
upon our resu ts, let us look for the simplest law we cau find 
which unites the six points. It will appear that they do not lia 
on a conic. The conic fixed by any five of them does not pass 
through the sixth. We next try a curve of the third dcLToe 
If wc assume the simplest form, viz. ; 

y = ax* + bxt + cx + d, 

we shall find that the curve determined by any four of the 
points passes through the other two.* Its formula will be 

60y = 1500 - 374r + 33r>— 

This curve cuts the axis of x between 13 and 14, and that 

poinu ^ conveDienOr l«u.d b, tbe aethod of di£fe,*o«.. Tslie four 

10 .... I 

9 • - • . U * 2 

9 - . . , 1.S ' 

j 8 

‘-o '•‘'k 

-ugge«ing snppii.;:si f- 

3b 
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of y at 25. These results have a vrai$emblance which is truly 
remarkable when we consider how little right we have to expect 
such a curve as this to yield reasonable results when carried far 
beyond the limits of the data. 

Such an outcome of our investigations can hardly fail to 
stimulate curiosity as to the origin of this most interesting 
estimate, and the grounds on which it was formed. 

(ii.) Dimensions of economic quantities. 

There arc no portions of Professor Jevons's great work that 
are more difficult or (as I think) less satisfactory than the sections 
on the dimensions of economic quantities. 

The previously uninitiated (of whom lam one) will be able to 
gather from the works of Professor Jevons himself that the theory 
of dimensions has been found a powerful instrument in the 
investigations of natural science, and will welcome his attempt 
to introduce the same method into economic studies. It is of 
vital consequence that we should have a precise conception of 
our several units and their relations to each other, if the mathe« 
matical method of economic study is to make any real progress 
and the careful student will very rapidly learn to recognise in 
the theory of dimensions a valuable means of elucidating and 
checking his processes and results. 

But the method, as applied by Jevons. appears to fit his 
diagrams singularly ill ; and if it is to find any harmonious 
development in connection with them, some better principle 
of co-ordination must be sought. 

Perhaps I shall be excused if I introduce the subject by 
a simple and elementary illustration of the theory itself, derived 
from the held of dynamics. 

If we represent graphically the space which a body, falling 
from rest, traverses in any given time, under the action of 
gravitation, we shall have a curve roughly of the form of Fig. I. • 
in which the ordinates represent length*8pace (10 feet to the 
unit), and the abscissas time (1 second to the unit). Here the 
dimension of the ordinates is Z, or length, and that of the abscissas 
is Ty or time. The number of the units contained in any ordinate 
is connected by a definite law with the number of the units 
contained in the corresponding abscissa («= 16^*, in feet and 
seconds), but the nature of the units in either case is entirely 
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distinct. Thios the intcrprcUtion of an ordi nat« of a gi vcji lei igt li 
(when once obtained) is independent of the unit of time, because 
T does not enter as a dimension into the ordinates ; but if I call 
a certain ordinate 10 wlien the unit of length is a foot, I must 
call it 120 if I change the unit to an inch. Again, if I call a 
certain abscissa 10 when the unit of time ia a second, I must 
called it H ” i unit of time is a minute. Thus tlic 

numerical expression for any quantity of one positive dimension 
must be increased when the unit of its dimensions is decreased, 
and decreased when it is increased. 

Let us now, treating the number of seconds in the formula 



» = 16 aa the variable, and the feet traversed as the function 
differentiate the latter to the former. That is to say, let ua find 
the raie at which increments of time are increasing the space 
traversed, at any point in the course of the body ; or, in other 
words, let us find the formula, and the curve, which will give us 
tha rale at whicli the body is falling, as a function of the time 
it has been in motion. 

The fomiuU, of couwe, wiU be t> = 32f, and the curve is 
given roughly m Fig. II. Here the unit by which the abscissas 
are measured is the same as before. Their dimension is T. 
Blit the unit of the ordinates is no longer a unit of length. It 



740 


SELECTED PAPERS AND REVIEWS 

is a. unit of rale. An ordin&te does not now represent feet, but 
feet-pcr-second, The unit of the new ordinates, then, is a unit 
of ratio between length and time, each measured in its own 
appropriate unit. Both L and T must therefore enter into the 
new ordinates as dimensions ; but they do not enter upon the 
same footing. 

Sixteen feet a second is the same thing as 16 X 12 inches 
or 16 -f- 3 yards per second ; that is to say, L enters as a dimen- 
sion into the new ordinates on the same footing as into the old 
ones. But 16 feet per second is 16 X 60 feet per minute ; that 
is to say, T enters into the ordinates in the inverse relation of 



L. This is represented by saying that T enters negatively as a 
dimension. The dimensions of rate of movement will thus be 

Since the process of differentiation always consists in 
establishing limiting ratios between increments of the independent 
variable and increments of the function, it will be clear at once 
from the above example that the dimensions of the variable 
must always enter negatively into the derived function, while 
the dimensions of the original function remain in the derived 
function positively. 

Differentiating again, we shall obtain the rate at which the 
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Mte of motion is increasing, or what is usually called the accelera- 
tion of the falling body. It is given in Fig. HI. The dimension 
of the abscissas is still T ; but the variable of the function in 
Fig. II. having entered negatively once more into the ordinates, 
we shall now have or LT'\ as the dimensions of 

the ordinates of Fig. III. 

This indicates that if the unit of time be decreased, the 
numeriwl erpression for acceleration must be decreased in the 
proportion of the square of the new unit to the square of the old 
imit. Thus an acceleration of $2 feet per second is an accelera- 
tion of 8 feet per half-second ; e.y. if gravitation is adding 32 


LT-^ 


0 

Pio. HI. 

feet per «cond to the velocity of a body, in each second, it is 
^ding 16 feet per half-second, in each second, and 8 feet per 
half-second in each half-second. The new unit being half the 
old unit, the numerical expression for acceleration must be altered 
m tlie proportion of (1)« : 1»; U. must be divided by 4. 

Now note further that in these successive figures an orea 
m one always represents the same kind of quantity, and has the 
flsme dimensions, as the ordinal of its predecessor. 

Thus on Fig. III. if we take the area above the abscissa 

2, or j / {x).dx, we shall, of course, have a quantity of the 

dimensions LT~»T. or ; f,*. , velocity. But the ordinates 
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on Fig- II. are velocities. If, again, we take the area above 

the abscissa 2 in Fig- II., or j* /'(*). rfz, we shall have a quantity 

of dimensions or L ; i.e. a length. But the ordinates 

on Fig. I. represent lengths. 

It follows that there is no natural or inherent propriety 
in representing each actual dimension of the quantity we may 
be dealing with, by a dimension of space in a diagram, for we 
have seen that length and velocity may either of them be repre- 
sented with equal propriety by a line or an area. In the same 
way area or volume itself may often be suitably represented 
by a line in a diagram. Again, there is no impropriety or 
inconvenience in making diagrams in which the same dimension 
enters positively or negatively into two or more axes, Thus, 
in our Fig. II., T enters positively into the abscissas and 
negatively into the ordinates. 

An apparent neglect of these considerations, which I am not 
able satisfactorily to explain, has, if I am not mistaken, intro- 
duced needless difficulty and obscurity into Jevons’s investiga- 
tions of the dimensions of economic quantities, and has robbed 
his results of lucidity, if it has not led him into positive error. 

Instead of criticising in detail the passages in the Theory 
of Political Economy y in which this subject is treated, I will go 
over the ground which they cover, and aak the reader to compare 
my statements with those of Jevons. 

We will begin with total utility. If we use capitals for 
dimensions and minuscules for the number of units (e.g. T for 
the dimension time, and t for the number of seconds or other 
units of time), we may indicate the units of total utility resulting 
from any consumption of commodity by u, and the number of 
units in the corresponding amount of commodity by y- The 
fundamental quantitative fact with ;rhich Economics have to 
deal may then be expressed in the thesis that u is always a 
function of q. 

Now JevoDS shows that, q being the variable, the final 
degree of utility of a commodity is the differential coefficient 
to ^ of its total utility ; whence it follows that, taking V as the 
dimension of total utility, and Q as the dimension of commodity, 
we shall have the dimensions of hnal degree of utility UQ^^- 

Jevons uses the symbol U to signify final degree of utility 
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(cf. Jevond, p. 71), but 1 tbiok tbia notation is calculated 
to mislead. I should suggest that when wc wish to apeak 
of iuial degree of utility without entering upon the analysis or 
history of the conception, we should indicate the number of 
units by v, and the dimension by 7. 

In comparing my formulae with Jevons‘s, therefore, it must 
be borne in mind that his u corresponds to mine ; his {/ as a 
dimension corresponds to my F or ; his t/ as a quantity 
to my t», which will be the differential coefficient of u to 
the variable j.' 

Now 6nal degree of utility determines exchange value, and 
we have ; Exchange value determined by v {of dimensions 
; that is, by raU <xt uikich inemneiits of commodiUj arc 
increasing total adtxiniagt derived from cons u mpl ion. I n th is sc nse 
the dimensions of ** value In exchange '' may be said to be 
VQ-K 

Jevons prefers to regard total utility as a quantity of two 
dimensions, MV, corresponding to my QV, and hnal degree of 
utility as a quantity of one dimension, (/, corresponding to my 
V. If we adopt this view, it would be proper to make final 
degree of utility our start ii^;-point, and begin with v as a function 
of g. We should then integrate to obtain u, of dimensions QV. 
My objection to this is twofold ; for total utility is susceptible 
of direct measurement by any standard of effort or endurance 
that may be selected (such as foot-tons of work done under 
assigned conditions), whereas final degree of utility * is essentially 
a (limiting) ralio^ and is therefore appropriately represented (like 
all ratios) as having two dimensions (whether simple or complex, 
homogeneous or heterogeneous) which enter the one positively 
and the other negatively. 

* In 6ub&tituiing Q for M, 1 follow Iho inJicstloiM of Jevons hiisself. 

Prof&co (0 2nU edition, p. xi. On psge 71 Jerons tppesrs to eontrsdictory 
And incoftsiiient tongUAge with regArd to “inlenjity of feeling,*’ wliieh he 
jdentifica in one place with ’‘degree of utility’* and mote correctly defines 
two lines Above an loUl inaUnUneous utility. The former of these quant dips 
hAA the climenaionB (be Utter $r-‘,or Vf-K Vidt infra, I am 

iridobtedtoMr. W. B. Johnaon, of King'a College, Cambridge, for the elucidation 
of thia point. 

* U muat be remembered that when we speak of the direct Bieasuroinent of 
final degr^ of utility or value it is not really these quantities we are lueasur- 
log, but the product of final degree of utility into a small incrcreent of corn- 

modily. It U oot but ^ - ig or da ; t.r. a arnall increment, of dimension 

U, which wo measure. 
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Thus, if we say with Jevons that total utility has two 
dimensions, MU (our QV), we must, I think, add that one of 
these dimensions, U (our F), is a ratio, and not properly a 
dimension at all In our notation it is equivalent to 
and the dimensions QUQ^^ reduce to U, 

In my view, it does not at all follow from this that there 
is any impropriety in representing total utility diagrammaticaUy 
by area.^ We shall do so whenever we draw curves of quantity 
and final degree of utility. The dimensions of abscissas will 
be Q, of ordinates and of areas QUQ'^y or U. 



But Jevons points out that as a matter of fact it is not 
supply but rate of supply per unit of time, not total enjoyment 
but rate of enjoyment, with which we are concerned. Whether 
this is universally true in any fruitful and manageable sense or 
not, it is certainly true of all such commodities as food, water, 
etc. We must therefore take up the question again from this 
point of view. Regarding rate of supply per unit of time (dimen- 
sions as the, variable, and rate of enjoyment, relief, or 

* BCr. Johnson informs me that vritert oo tbe Newtoaian djtMfik* bsbtUi* 
ally represent linear epsce by srsn in their dia^TMns. T b*f is obviously con* 
▼enient. 
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advantage per unit of time (diraensiona UT~^) as the function, 
and then differentiating, we shall find that the dimensions T 
cancel each other, and we have or again, as 

the dimension of the rate at vfAicA increase in rate of supply 
increases rate of enjoywen/. And it is, in truth, sufficiently plain 
that this role is a direct relation between the quantity of the 
commodity and the enjoyment it causes, and is not affected 
in its numerical expression by any change in the unit of time. 

These results are summarised on Figs. IV.-VII. : in Fig. IV. 
we have dimension of abscissa Q, and dimension of ordinate U ; 
in Fig. V. of abscissa Q, of ordinate UQ’\ of area V ; in Fig. Vl! 
of abscissa of ordinate PJ-i; in Fig. VII. of abscissa 
QT \ of ordinate UQ'^, of area UT'^; where the areas in Figs, V. 



and VII. have the same dimensions, respectively, as the ordinates 
in Figs. IV. and VI, 

If we wished to represent, with the aid of Fig. VIL. the 
total advantage derived from the consumption of a given quantity 
of commodity at the rate indicated, we should have to add a 
third axis perpendicular to the plane of the figure, on which 
to measure the time during which the rate of enjoyment repre« 
sented by the area is maintained. Neither of Jevons’s objections 
to this method ate valid. There is no reason why an economic 
quantity of one or of two dimensions should not be represented 
by a figure of three dimensions ; and there is no objection to 
introducing time positively on one axis and negatively on another. 

It should be observed that this method renders a perfect 
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account of the fact that (under ordinary circumstances, and with 
due limitations) we must hold that the same amount of com- 
modity yields a larger sum of satisfaction when consumed slowly 
than when consumed fast. The result of slackening the rate 
of supply would be to shorten the abscissas in Figs. VI. and VII., 
and proportionately to lengthen the perpendicular time-axis in 
the solid figure built on Fig. VII. This would obviously increase 
the volume of the solid that represents the total utility. 

Such a figure would represent all the quantities with which 
we have to deal. Rate of supply on the axis of X, dimensions 



\ final degree of utility on axis of Y, dimensions VQ“^ \ 
time on perpendicular axis of Z, dimension T ; rate of enjoyment 
on area of plane figure, dimensions or total 

enjoyment on volume of solid figure, dimensions QT“^VQ~^'^y 
or U \ total supply on rectangle between axis of X and axis of 
Z, dimensions QT‘^Tt or Q, 

Of these quantities, the rate of supply and the final degree 
of utility are the most important, and these are the moat easily 
read on the figure. 

We have now considered the case of absolute quantity of 
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commodity yielding absolnte quantity of enjoyment, and also 
the caae of rate of supply of commodity yielding rate of enjoy- 
ment ; but there is a third and equally important case, in 
which absolute quantity of commodity yields rate of enjoyment. 
Thus we are accustomed to think of furnished apartments as 
yielding so much advantage per week, month, or year, not as 
yielding a certain total advantage. The correctness, or at any 
rate the completeness, of this view may well be questioned, but 
in the case of imperishable articles, such as diamonds, it is 
difficult to regard the variable and function in any other light 
than that of absolute quantity and rate of advantage. 

In the first place, then, we shall measure quantity of com* 



modity. u the variable, along the axia of X. with dimenaion 
g, and rate of enjoyment, aa the function along the axis of Y 
with diraeneiona VT'. Differentiating, we ahall get the rate 
at which increments of commodity are increasing the rate of 
enjoyment, as a function of q with dimensions This 

« not final degree of utility {dimensions VQ'^), but a ratio 
between this quantity and time ; and it is the measure, not of 

and thence of price, but of vdM-per-unH-of-tme and thence 
of Atre.> 


*?•** “ P” •‘•a of commodity. To 

S: t 'SJ!', "* si'™ .."S s 



748 


SELECTED PAPERS AND REVIEWS 

Obviously the problem of interest, or hire of capital, must 
fall under this general case. Capital is a commodity and is 
measured in absolute units, whereas the advantage of capital 
IS a periodic yield and is measured by a ratio between time and 
commodity. The peculiarity of the case is that here the advant- 
age itself consists in the obtaining of commodity, so that the 
dimension U will itself be Q. Thus in the case of capital the 
dimensions of hire become or T“^. This 

must be the dimension of hire of capital (that is to say, of interest) 
considered as a rate ; and we shall see presently that an in- 
dependent investigation of the phenomena of interest leads to 
the same conclusion. 

Jevons s objection to representing identical or similar 
quantities now by one and now by another kind of geometric 
quantity, and to introducing the same economic dimension upon 
two axes, leads him to criticise with quite needless severity, as 
I take it, Peacock's observations on the subject of interest 
(Theory ^ pp, 271 «j.), and further to undervalue his own diagram- 
matic representation of the phenomena in question, and to 
obscure his own results. 

The problem may be attacked thus : Suppose an industrial 
concern in xohich a fixed amount of lahoMT U employed to com- 
mand c units of capital, c being variable. Obviously we may 
treat the capital as commodity, with the single dimension Q> 
Now consider the rate per unit of time at which that capital 
will wear out and disappear. We must suppose the stock always 
to be replaced as fast as it disappears, and may take t units of 
time (say years) as the period during which the whole will have 
been renewed. Measuring the annual wear not in percentage, 
but in absolute units of capital, we shall then have the annual 

wear equal to and its dimensions will be QT~^. This quantity 

is a function of c. Probably t itself will vary according to the 
amount of c ; that is to say, the number of units in t will be 
a function of the number of units in c ; for we may suppose 
that for early increments of capital the annual wear will increase 
less than proportionately to the increase of the capital, but 
when the amount of capital becomes very large it will be difficult, 
with the fixed amount of labour at command, to look after it 
properly, and it will wear more rapidly. We may, however, 
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neglect this consideration and assume that z will be a constant, 

and y=-, the equation of a straight line. In Fig, VIII., then, 

the abscissas of points on the line OW might represent the 
quantity of capital, and the ordinates the amount of annual 
or other periodic wear, as a function of c. We have next to 
examine the productiveness of the capital; *.«. the number 
of units of commodity, per annum or other unit of time, which 
the use of the capital enables the fixed application of labour 
to produce. In estimating this we must subtract all the com- 
modity which the capital actually consumes, such as coal, oil, 



Pw. VUI. 


etc. {supposing the capiUl to be in the shape of machinery), i 
We may Uke p as the amount of commodity which c enables 
the fixed application of labour to produce (over and above what 
c itself consumes) every year, or other period of time. Its 
dimensions will be QT^K Then pt will be total amount of 
commodity produced in the time t in virtue of the use of c. 
And if we put q for pz then the annual product, or p, may be 

written! Its dimensions will be the same as those of- ; viz. 

QT'K ^ 

As the capital increases in amount, its annual yield, ! 

T 

' I Aaanme tlio exist«DC« of o commoQ moMUfe of oU “ commoditiM," 
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will at. first increase rapidly, but after a time (the application 
of labour being fixed) increase in the amount of capital will but 
sliglitly increase the annual yield (since the labour is already 
supplied with its most urgently required aids), and at last, 
when the point has been reached at which the labour has all 
possible aids and is applied at the greatest possible advantage, 
further increments of capital will not increase the annual product 

at all. This quantity, having the same dimensions as-, may 

T T 

be shown on the ordinates of the same figure. It is given, 
hypothetically, on the upper curve of Fig. VIII., as a function 
of c. This gross productiveness of c, as we have seen, reaches 



Fio. IX. 


a maximum, or ot any rate has a limit; but long before it 
reaches it, the net productiveness of c will have passed its 
maximum and will be tending to zero ; for we must remember 
that as c increases, the annual waste of c also increases without 
limit, and since this annual waste must be made good, the 


net productiveness of c is represented by ^ annual 


yield of capital minus annual waste of capital) in the figu^ 
the length of the intercept between the two curves. Now this 


quantity, ? — is itself a function of c, and has the dimensions 

QT“^. It is represented in Fig. IX. 

If we now proceed to differentiate, to the variable c, we 
are in danger of having to deal with ordinates so small as to 
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defeat the object of diagramniatic illustration ; but this may 
be averted by the familiar artifice of lengthening the scale on 
the axis of Y, We will therefore represent the unit of Q by the 
same length as before on the axis of X, and by a length ten 



times as great on the axis of Y. We shall then have a curve 
such as that of Fig. X., which will show us the raU at which 
inoremenU of capital are increaeing (he annual relum made bg 
the capital. 

Now we have seen that the rate of hire of anything follows 
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the ordiDary laws of final degree of utility, and is determined 
by the rate of productiveness (in satisfaction or commodity) of 
the last incr erne tit of the thing hired. That is to say, if c is the 
quantity of capital, and /(c), in Fig. IX-, the net periodical 
productiveness of c, then /'(c), in Fig. X., will be the rate of 
hire of capital ; t.c. the rate of ifUcrest. 

This quantity is a ratio between rate-of-supply-of-com- 
inodity (yield) and commodity (capital), and its dimensions 
therefore are or 7*“*; and Jevons has shown, with 

great care and elaborateness, that 7'^ is in truth the dimension 
of rate of interest {Theory, etc., pp. 268 s^.). In fact, tiie lengtli 
of any ordinate in Fig. X. shows, in numerical units, without 
<li mens ion, the ratio between the increase of the capital and the 
increase of the periodical yield or product. For it is 

one-tenth, or ten per cent ; for 2 = 6} it is one-twentieth, or 
five per cent. All that wc need to know more is the Ungth of iJie 
peri^, for which the periodic yield has been estimated. That 
is to say, the only dimension of rate of productiveness, or rate 
of interest, is 7"^. The numerical expression of a given rate of 
Interest is only affected by a change in the unit of time, not by 
a change in the unit of commodity. 

Proceeding, then, with the examination of Fig. X.) wo 
find that /'(c). c is the actual sum periodically paid as interest ; 


or the total curvilinear area over c, the total net 

periodical yield of the given application of labour, backed by 
the quantity c of capital, and 




or the curvilinear area over the rectangle of interest, the periodic^ 
return to the application of labour over and above the sum paid 
in interest. All these quantities have the dimensions QT » 
and are periodical. To get the absolute sum of any one of 
them during a defined period t, wc should have to multiply by 
T and reduce the dimensions to <37“ ^7, or Q. This would involve 
a third axis, registering positively the dimension 7, which appeal 
negatively on the axis of Y. What are the grounds of Jevons s 
objection to this I have not been able to discover, and I a® 
wholly unable to defend his position (cf. Theory^ pp. 72 sq.)- 
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If the view now set forth is correct, no great importance 
can be attached to the paragraph on pp. 26fi, 267 of the Thronj, 
in which Jevons seeks a “ general expression for the rate of 
interest.” His fundamental hypothesis that the produce for 
the same amount of labour may reasonably be regarded as a 
continuous function of the time elapsing between the expenditure 
of the labour and the enjoyment of the result is not ba.'W'd upon 
a typical case of the use of capital, and in the cases to which 
it does apply it deals with derivative, not with primary facts 
and phenomena. The typical case of the use of capital is that 
in which the result is yielded continuously. All the great staple 
industries need a continuous renewal and expansion of capital, 
which capital, as it is invested, forthwith begins to yield a 
continuous product. This I take to be the primary and norm- 
giving fact. If, by way of exception, an investment of capital 
is proposed which will, after an interval, yield not a revenue, 
but an absolute utility ; or if, as is extremely common, a gradual 
investment of capital is proposed, with the expectation that 
when the investment is corapleU the whole invested capital (in 
the shape of a ship or a machine, for instance) will be purchased 
by some one who has performed the process of integration 
indicated in the note on p. 747 ; or, lastly, if an immediate invest- 
ment of capital is proposed in order that after an interval a 
periodic yield may be enjoyed by the investor, ^in all these 
cases the investor has to consider what quantity of commodity 
he would command at the expiration of the given time, had he 
invested at first in one of the staple industries, and then continu- 
ously reinvested his continuously accruing return in the same 
industry again. If the proposed investment does not promise 
equal advantages, be will not enter upon it. Thus tlic basis 
of the estimate in every case of deferred resuU must bo souglit 
IQ the rate of tmmeduUe yield (cf. Theory y pp. 66-74, 90-91, 266- 


In these notes I have made no attempt to carry the theory 
of capital and interest beyond the point at which Jevons left 
It. Very much remains to be done in this field, but my present 
object IS only to clear away certain difficulUes and rearran-o 
the results already obtained, in order that the ground from 
which we arc to advance may be better and more firmly occupied 

Sc 
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As an exercise we might trace the effect of aay process 
which would make capital more durable. This would increase 
T, and so lower the curve of wear in Fig. VIII. But it probably 
would not lower the curve of productiveness, since it would 
increase the numerator as well as the denominator of the formula 
that gives the ordinate, and that, too. in something like the 
same proportion. Hence the ordinates of Fig. IX, will be 
lengthened, and so will those of Fig. X. The immediate effect, 
therefore, if we could imagine the phenomenon taking place 
suddenly and simultaneously everywhere, would be to raise 
the rate of interest. But the increased net production would 
tend to increase accumulation, and so c would increase, and 
/(c) and /'(c) would decline again. 



ELEMENTARY MATHEMATICAL ECONOMICS 

L— DIMENSIONS OF ECONOMIC QUANTITIES ‘ 

A UNIT IS a concrete magnitude selected as a standard by 
reference to which other magnitudes of the same kind may 
be compared. A derived unit U a unit determined with refer- 
ence to some other unit. Thus the unit of area may be derived 
from the unit of length by being defined as the area of the 
square, erected on the unit of length. The unit of speed may 
be derived from the unit of length and the unit of time, by 
being defined as that speed at which the unit of length is traversed 
in the unit of time. In relation to the derived units of 
area and speed, the units of length and time would then be 
fundamental,— “ fundamental ** being a term correlative to 
“ derived.” 


The theory of dimensions is concerned with ” the laws 
according to which derived units vary when fundamental units 
arc changed ” (Everett). A fundamental unit, together with 
the magnitudes of like kind referred to it, is regarded as having 
one dimension. Thus a length has the dimension L. The unit 
of length enters twice into the unit of area, first determining 
the base and then the altitude of the unit rectangle, and there- 
fore the dimensions of an area are LL, usually written L*. If 
we alter the unit of length, say from a foot to an inch (1 : 12), 
the unit of area will be reduced in the same ratio twice suc- 
cessively (1 : 144 In all). The variations of the unit of area, 
therefore, are directly as the squares of the variations in the 
unit of length. The units of length and of time enter once 
each into the unit of speed, but they do not enter on the same 
footing. If the unit of time be the minute, and the unit of 
length the foot, the unit of speed will be a foot per minute. 


1 . PalffTCve't Dittiffnarg of PolUiaU Bcimomv, Znd E<J 

willed by Hwiry Higgs, Vol. I., pp. 683-586.3 ^ ' 
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This unit wiU become smaller if we make the unit of length 
smaller, since an inch per minute is a smaller speed than a 
foot per minute ; but it will become larger if we make the 
unit of titne smaller, a foot a second being a greater speed than 
a foot a minute. This is expressed by saying that the dimen- 
sion of time T enters negatively into speed. The dimensions 
of speed, then, are expressed as LT^*. A unit into which a 
dimension enters negatively is always a unit of rate, and measures 
amount of x per unii of y , — y being the quantity the dimension 
of which enters negatively. 

We have now examined simple cases of the variations of 
derived unifs, but it is obvious that the numerical values of 
concrete magnitudes vary inversely as the units by reference 
to which they are estimated. The smaller the unit the 
greater the numerical value of any given magnitude. The 
numerical value of a magnitude, therefore, will vary in- 
versely as the unit whose dimension enters into it positively, 
and directly as tlie unit whose dimension enters into it nega- 
tively. Thus, let the unit of speed (dimensions LT^^) be a 
foot per minute, and let the numerical value of a certain con- 
crete speed be 10, i.e. let the speed be ten feet per minute. Then 
change the unit of length to an inch (1 : 12) and the unit of 
time to a second (1 : 60) ; the derived unit will now ^ an inch 
per second, and its relation to the former derived unit is obtained 
by altering directly in the ratio of 1:12 (dividing by 12) and 
inversely in the ratio of 1 : 60 (multiplying by 60), so that the 
new unit is five tiroes as great as the old one, an inch per 
being five times as great a speed as a foot per minute ; hu 
the numerical value of the concrete speed we had to exprew 
must be altered inversely as 1 : 12 and directly as 1 r 60, an 
is now- only 2— t.e. the speed is (wo inches per second-or one- 
fifth of what it was before. . 

If we are measuring such a magnitude as feet of vertica 
motion per foot of horizontal motion in the path of a projee 
tile, the dimensions will be LL"* and will cancel each 
No change in the unit of length, then, will in any 
the numerical value of this magnitude, and as no other djmeo- 
sion enters into it at all, it may be said to have no dimensjoM. 
Angular magnitudes, defined as ratios between arcs ^d r . 
trigonometrical functions, and ratios generally are of this na uie. 
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They have no selected unite, and their numerical values arc 
absolute. 

When the elements of the theory of dimensions have been 
thoroughly grasped it will be easy to apply it to economic 
questions ; and it will be found an invaluable check in the 
more intricate problems of co-ordination and analysis. Thus, 
if the unit of value-in-use or utility be taken as fundamental, 
and regarded as having the dimension U, and if the commodity 
we are considering be taken as having the dimension Q, then 
Decree op Utility (g.v.) of the commodity, being the rate 
at which satisfaction is secured per unit of commodity consumed, 
will have dimensions UQ-‘, and will be readily distinguished 
from rate of enjoyment, accruing to the consumer, per unit 
of lime, with dimensions Price, determined by Tnarginal, 

or final, Degree op Utiuty {fv.),wjl] have dimensions UQ’‘ 
or P ; and hire, being price per unit of time, will obviously 
have dimensions PT-‘ or UQ-> When the thing hired is 

money and is used commercially, the utility derived from it 
is a commodity of like nature with iteelf. The dimension U 
then becomes Q, and the dimensions of interest (as a rate) 
are QQ ‘ T 1 or T’‘, which will be found on reflection and 
experiment to be correct. 

The theory of dimensions should be applied to economics 
m close connection with the diagrammatic method. But of 
course the connection between dimensions, as now explained, 
and the geometrical dimensions of the diagrams is purely arbi- 
trary. The physicist may, according to his convenience, repre- 
sent the height of a projectile— a magnitude of one dimension 
—by a line, or by an area, and speed by a line or an inclina- 
tion. So the economist may represent a magnitude measured 
by a compUcated derived unit by a line, or a magnitude measured 
by a fundamental unit by an area or a solid ; and if he keeps 
the theory of dimensions well before him he may vary his methods 
indefinitely without any danger of confusion. In all cases, how- 
ever, the (hmensions of those quantities represented by areas 
or solids will be compounded of the dimensions of those repre- 
Mted by the lines which determine them. Again, those who 
have any acquamtence with the elements of the calculus will 
see that if the equation of a curve be differentiated to ar, then 
the area of the derived curve will have the same dimensions 
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as the ordinate of the fundamental curve ; the ordinate of the 
derived curve will have the dimensions of the ordinates of the 
fundamental curve positively, and those of its absciss® nega- 
tively ; and the absciss® of the two curves will have the same 
dimensions. In other words, differentiation introduces the 
dimensions of the variable to which we differentiate negatively, 
and integration introduces the dimensions of the variable to 
which we integrate positively. 

By way of illustration take a figure, on the ordinate of 
which intensity of desire, or degree of utility, is represented, 
while supply of commodity per unit of time is measured on 
the absciss®. Now inline a third axis (of Z) perpendicular 
to the page, along which time is measured. Such a figure will 


Y 



enable us to represent all the quantities we have to deal with 
in an ordinary problem of consumption. Rate of supply is 
represented on axis of X, dimensions QT“^; degree of utility 
on axis of Y, dimensions UQ“' ; time on axis of Z, dimension 
T ; rate of enjo)Tnent on areas parallel to plane of axes of X 
and Y, dimensions UQ“* QT“' or UT"* ; total enjoyment on 
solid figure, dimensions UQ“* QT"* T, or U ; total supply on 
areas parallel to plane of axes of X and Z, dimensions QT *T, 
or Q, and in like manner price, hire, total sum paid, etc., may 
be read, and their dimensional relations seen at a glance. 

[The theory of dimension was (according to Jevons, 
cipks of Scitncey 1887, p, 325) first clearly stated by Joseph 
Fourier. He expounded it with great lucidity in his TfUone 
Analylique dr la Ckaieur, 1822, §§ 159-162. An excellent popultf 
statement of the theory, as it has since been elaborated, will 
be found in the beginning of Prof. J. D. Everett’s C.G.S^ Sys^ 
of Vnils, 1891. Jevons was the first to suggest the applica- 
tion of the theory to economics (Theory of Politieal Economy, 
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1888, pp. 232-252), but he unfortunately fell into some apparent 
errors and confusions which made the su^estion barren in liis 
hands. A criticism of his treatment of the subject and an in- 
dependent working-out of his suggestion by the writer of the 
present article will be found in the American Quarterly Journal 
of Econof flics for April 1889, pp. 297-314.] 

2.-DEGREB OP UTILITY' 

This phrase was first made current by Jevons in his Theory 
of Political Economy, 1871. Its precise significance will be best 
elucidated by an analogy. “ Degree of utility stands in the 
same relation to “ total utility ” as “ velocity to “ space 
traversed/* Suppose we have a body projected vertically up- 
wards from rest, at a given speed. We may.inquire at wliat 
height the body will be found at any moment after its pro- 
jection, and second at what rate it will be moving at any point 
of its course, and clearly the rate of its movement is the rate 
at which its height is increasing (whether positively as it rises, 
or negatively as it falls). This rate may be measured in feet 
per second, or in miles per hour, or in any other suitable unit, 
but in any case it varies from point to point and does not con- 
tinue the same during any period, however short. 

We must now extend the idea of measurement to such eco- 
nomic conceptions as "satisfaction** and "utility.** Measure- 
ment consists essentially in determining the ratio of the mag- 
nitude investigated to some other magnitude adopted as a 
standard ; and a " satisfaction *’ would accordingly be measured 
if we could determine its ratio to some standard satisfaction, 
or, which amounts to the same thing, some standard dissatis- 
faction, Thus if I wish to measure the satisfaction derived 
by a hungry man from the consumption of a certain quantity 
of bread, 1 may inquire how much labour he would perform, 
under stated conditions, rather than go without it ; or what 
he would pay for it sooner than go without if an unscrupulous 
monopolist exacted from him the extreme famine price. Thus 
if we take any standard we choose we can, ideally at least, 
conceive of any concrete " utility " or satisfaction ** being 
measured in it. But wc must remember that such measure- 
ments are based on the relative magnitudes of different satie- 
* [Op. erf., Vol. I., pp. 5SS-G37-) 
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factions, etc., to one and the same person, and do not profess 
to give us means of comparing a satisfaction experienced by 
one mind with a satisfaction experienced by another ; for no 
one can say that the standard unit of satisfaction selected 
means tlic same thing to two different men. Nor shall we find 
that any such absolute measurement is needed for the purpose 
in hand. 

Having premised so much, we may now work out the 
economic analogue of the projected body. Suppose we take 
such a commodity as bread supplied to a hungry man. Fmdy, 
we may in^^u ire what amount of satisfaction the man has derived 
from the consumption of any given quantity of bread ; in which 
case wc shall bo investigating the '' total utility '' or “ value 
in use of that quantity of bread, to that man, under those 
conditions. Secondly^ we may inquire at what tqU (per ounce, 
per pound, etc.) the consumption of the bread is conferiiog 
satisfaction upon the man at any point in the course of his 
meal ; and in that case wc shall be investigating the degree 
of utility ” of the bread. This “ degree of utility will of 
course vary from point to point. When the man was at his 
hungriest he would be deriving relatively great satisfaction per 
ounce of bread consumed, and towards the end of his meal, 
when nearly satisfied, his satisfaction per ounce would be rela- 
tively small ; and, theoretically, it will not remain constant 
during any period, however short. Now this ** degree of utility ” 
is obviously the rate at which the “ total utility ” is increas- 
ing ; just as the velocity of a rising or falling body is the rate 
at which “ space traversed ” or ** height ** is increasing. 

The precise relation of velocity to space traversed, and 
of degree of utility to total utility, is expressed mathemati- 
cally by saying that the former are the “ differential coeffi- 
cients,” “ first-derived functions,” or ” fluxions ” of the latter ; 
and, graphically, if the tatter are expressed by areas the former 
will he expressed by lines. In the figure, if we imagine the 
line e d moving from 0 in the direction of the arrow-head, at 
a uniform rate, to represent the lapse of time, and if we imagine 
the area o 0 c d to represent the space traversed by the pro- 
jected body in the time 0 c, then the intercept c d will be the 
differential coefficient of a 0 c d, and will represent the velocity 
of the body, or rate at which it is rising, at the point of tune 
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represented by c. Perhaps this will be sufficiently obvious to 
the non-mathematical reader if he reflects that velocity repre- 
sents the rate at which height is increasing, as time lapses, 
and observes that the length of the int^^cept c d likewise deter- 
mines the rate at which the area a Oed increases as the vertical 
line moves in the direction of the arrow-head. 

Now let the movement of the vertical from 0 represent 
the consumption of the bread, so that 0 c represents the amount 
consumed up to any given point of the meal ; and let a 0 c d 
represent the total satisfaction derived from the consumption 
up to the point reached, then c d will still be the differential 
coefficient of a 0 c d, and will represent the rate per unit (ounce, 
etc.) at which the consumption of the bread is now increasing 
the total satisfaction reap^ by the consumer. That is to say 



c d represents the degree of utility of bread at the point c, the 
amount represented by 0 c having already been consumed. 

It should be observed, however, that when we are deal- 
ing with economic quantities, the line a d will probably never 
be a straight line, but always a curve of more or less com- 
plexity ; and it will seldom or never be possible to determine 
its actual form with any precision. 

The main interest naturally attaches to the degree of utility 
of that increment of a commodity which the consumer expects 
to obtain next, or which he may have to relinquish, that is 
to say the last increment he has secured or the next he hopes 
to secure. This is called by Jevoos the “ final degree of utility ” 
(j.v.). Under this heading, Final Degree of Utiuty, refer- 
ences to the most important books on the subject will be found. 
All that need be said here is that the analogy of the moving 
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body insisted on above was developed by Professor L4oii Walras 
of Lausanne, and was first suggested by his father, A. A. Walras 
(see Final Decree of Utility). 

3.-FINAL DEGREE OF UTILITY ^ 

Final Decree of Utility is the expression used by Jevons 
for the Decree op Utility (y.v.) of the last increment of any 
commodity secured, or the next increment expected or desired. 
The increments being regarded as infinitesimal, the degree of 
utility is not supposed to vary from the last possessed to the 
next expected. It will be obvious, after a study of the article 
on Decree op Utility, that it is the fiml degree of utility of 
various commodities that interests us commercially, not, for 
instance, their initial or average degrees of utility. That is to 
say (Fig. 1), if <2 is a small unit of the commodity A, and 6 a small 
unit of the commodity B, and the quantity of .A I possess, 
and the quantity of B I possess, then, in considering the 
equivalence of a and 6 I do not ask whether ^4 or B has the 
greater initial degree of utility, i.t. I do not compare the lines 
Oa and 06, nor do I inquire which has the greater average degree 
of utility, \.e. I do not compare the height of the rectangle on 
base Ox which shall equal the area aOxa\ with the height of 
the rectangle on base Oy which shall equal the area hOyh’, but 

1 compare the length ru' with the length y6', and ask what arc 
the relative rates at which increments of A and B will 

to my satisfaction. If a»' is twice the length of yb\ then (since 
a and b are supposed to be small units, throughout the consump- 
tion of which the decline in the curves oa', 66' may be neglected) 
it is obvious that 26 will be equivalent to o, since either 
increment will yield an equal area of satisfaction. 

Now suppose (Fig. 2) that some other possessor of the 
commodities A and B, either because he possesses them in 
different proportions, or because his tastes and wants are different, 
finds that the relative final utilities of the small units a and 6 
are not the same for him (2) as they are for me (1). Say that 
for him 36 is the equivalent of a, clearly the conditions for a 
mutually advantageous exchange exist. Let 6 be greater than 

2 and less than 3, so that d — 2 and 3 — 6 are both positive. 
Now suppose (1) exchanges with (2), giving him a and receiving 

‘ {Op. cU.t V<^. II., pp. 69*01 .] 
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from him db. Then, (1) receives 6b in exchange for a (worth 
26 to him] and benefits to the extent of (d — 2) 6, and by the 
same transaction (2) has received a (worth 36 to him) in exchange 
for 66, and has benefited to the extent of (3 — 6) 6. The result 
of this exchange will be a movement of all the verticals that 
indicate the amount of each commodity possessed by each 
exchanger, in the directions indicated by the arrow-heads ; and 




this again will (as is obvious from inspection of the figures) 
tend to reduce the difference between the ratio of equivalence 
between a and 6 in the case of the two exchangers. The process 
of exchange will go on (6 not necessarily remaining constant] 
until the ratio of equivalence between a and 6 coincides for the 
two exchangers, the last exchange bringing about an equilibrium 
m accordance with that ratio. Such a ratio of equilibrium is a 
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limiting ratio of exchange ; that is to saj, exchange constantly 
tends to approach such a ratio> perhaps by a series of tentative 
exchanges at various rates, and would cease were such a ratio 
actually arrived at. 

Hence Jevons's fundamental theorem : “ The ratio of ex- 
change of any two commodities will be tbe reciprocal of the ratio 
of the final degrees of utility of the quantities of commodities 




available for consumption after tbe exchange ts completed,' 
applies to an ideal ratio which would secure equilibrium at a 
stroke, rather than to tbe tentative bargains by which it is 
approached in the '' actual market/' 

For the precise mathematical relation between final degree 
of utility and utility in use, see articles Deoreb of Utility ; 
Exchanoe, Value in ; and Utility (g.v.) — the former being the 
differential coefficient of the latter. 

The conceptions of “ degree of utility ” and “ final degree 
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of utility ” lie at the heart of the mathematical method of political 
economy » and their complete history would almost coincide witli 
the history of mathematical economics. Incidentally the idea 
has been struck from time to time by sundry mathematicians, 
and it has been worked out independently by economists no 
fewer than four or five times. Courkot (183$), Du?uit (1844), 
6o88£n (1858), and Jetons (1862 and 1871) successively dis^ 
'>7ered and taught the theory, each one in ignorance of the work 
of his predecessors. In 1871 the Austrian Menger, and in 1874 
the Swiss Walras (working on the basis laid down by Cournot), 
adopted essentially the same central conception, and since then 
the theory has not again sunk into oblivion. Many writers in 
Germany, Holland, Denmark, France, Italy, and England are 
now engaged in developing it. See the bibliographies and lists 
of writers in the appendix to Jevons's TAsory of Political Economy, 
3rd ed., and the Preface to Walras's Tki^ de la Monmie, 
1886; and for far-reaching recent developments in America, 
England, and France, see Appendix. 

[Jevons’s “final d«gr€« of utility" i» the Ortmnuiun of the 
AuatrUn school. Ootseo’s Wtrth 4«r UtHen Aiome, and Wsirsa'a rard4.] 


POLITICAL ECONOMY AND PSYCHOLOGY ‘ 


If political economy is the science of wealth, then it deals 
with efforts made by man to supply wants and satisfy desires. 
“ Want/’ effort,” “desire,” “satisfaction,” are each and all 
psychic phenomena. 

It would therefore appear that psychology must be to 
political economy — like the deity of Boethius — “ path, motive, 


guide, original, and end.” 

Yet it is obvious that the political economist as such is 
not engaged in the establishment of the ultimate principles 
of psychology. He has not, for example, to investigate the 
nature of a concept, or determine the relation of the Will to 
the Reason. So far it is clearly true (cp. Keynes, Scope and 
Method of PolUical Economy, pp. 87, 88) that although the 
laws of the political economist “ rest ultimately upon a psy* 
chological basis,” he accepts psychological principles as his data 
rather than establishes them as his conclusions ; unless indeed 
he should be compelled to make excursions into the psycho- 
logical field proper, because he does not find his premises suffi- 


ciently elaborated to his hand. 

But this does not justify the reduction of the psycho- 
logical factor of political economy to a level with the physical 
factor. Csirnes indeed (Lexical Method of Polilical Economy, 
2nd ed., pp. 37 and 38, quoted and apparently endorsed by 
Keynes, p. 85} instances the law of rent, and maintains that, 
in establishing this law, the economist no more undertakes to 
analyse the motives of self-interest which dictate the conduct 
of the landlord and the tenant than he undertakes to analyse 
the physical qualities of the soil which determine the law of 
decreasing returns. Now this is very true. The economist 

* (Reprinted from Patgnpe'g Dieiioitary of PolilioU Sconomy, 2od Ed., 
edited by Henry Higge, Vol. III., pp. 140*14S.] 


766 



K)LITICAL ECOKOITY AND PSYCHOLOGY 


767 


starts with both psychological and physical data, which he 
need not analyse, provided he has satisfied himself timt they 
are true. But the difference is this, that whereas his data are 
partly physical and partly psychical, his qucBsita are, in the 
last resort, wholly psychical. For if the law of rent is any- 
thing, it is a formulating of the principles which wc may ex- 
pect to regulate the conduct of men, secured in certain pos- 
sessions and privileges, actuated by certain motives, and In 
the presence of certain physical facts and laws. The laws of 
political economy then, being ultimately laws of human con- 
duct, are psychical and not physical; and therefore psycho- 
logy enters into political economy on something more than 
eq\ial terms with physical science and technology. 

It therefore seems clear that, although the economist, as 
such, is not concerned with the ultimate analysis of his psycho- 
logical data, his quvsita or conclusions are themselves of the 
order of psychic phenomena. But within the limits thus laid 
down there is still ample room for diversity of opinion. It 
may be contended that the economist has to receive, and test, 
his psychological and physical data alike, to deal with them 
by the universal methods of dialectic {i.e. inductive and deduc- 
tive logic, or mathematics, if applicable), and then liand over 
hia psychological results to the sociologist. Or it may be 
argued that political economy is largely, or even prevailingly, 
applied psycholopjf, so that the economist must from first to 
last realise that he is dealing with psychological phenomena, 
and must be guided throughout by psychological considera- 
tions. In that case the relation of psychology to economics 
will be as close as that of mathematics to mechanics, though 
not in all respects analogous to it. 

It is easy to see that the controversy as to the inclusion 
or exclusion of Consumption as a separate and acknowledged 
division of political economy has a decisive bearing upon this 
question. The whole theoretic study of consumption can be 
little else than the application of the great psychological law 
of diminishing returns of satisfaction or relief to successive in- 
crements of commodity or service supplied to the same sub- 
ject. To admit “ consumption ” then as a branch of political 
economy w to admit that applied psychology has its conspicu- 
ous place m the science. So that if we are justified in say- 
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ing that the express study of “ consumption ” has now been 
definitively adnaitted as within the scope of political economy, 
we are thereby admitting psychological method, as well as 
psychological data and conclusions, as a part of the science ; 
and the importance of dealing thus expressly with consump- 
tion and the psychological phenomena on which this branch 
of this study rests may be well shown by typical popular 
fallacies. For instance, there was do more coDunon applica- 
tion of political economy a few decades back than the dictum 
that “ what people want they will pay for,*’ and that there- 
fore all subsidising is a waste of effort, and is “ against politi- 
cal economy/' Here the datum is that if cne and the same 
man wants A as much as he wants B, he will be willing to give 
as much for it, sooner than go without it. From this datum 
certain conclusions as to market values and the commercially 
wise direction of efforts and resources are reduced, and these 
in their turn are reinterpreted into the statement that if one 
of two men is unwilling to give as much for A sts the other is 
willing to give for B, then the first man does not want A as 
much as the second wants B, and it would be a wasteful and 
mistaken philanthropy to supply No. 1 with A rather than 
No. 2 with B. Of course no economist would formulate such 
an absurdity, but if the economists exclude consumption from 
express and ps 3 'chological treatment, they leave room for and 
almost Invite such applications." 

So much then for ** consumption.” But Exchange is so 
closely connected with consumption, and the laws of value are 
now seen to be so intimately dependent upon the ^ychologi- 
cal law of diminishing returns of satisfaction, that it must be 
impossible henceforth to exclude applied psychology from the 
problems of value and of exchange. 

An excellent illustration is furnished by the problems of 
the currency. Of all branches of economic inquiry those that 
are concerned with Money and with Foreign Exckances seem 
most nearly to approach the objectivity of natural pheno- 
mena ; and what is known as the Quantity Theory has been 
cited as a proof case of an economic Jaw which is not psycho- 
logical. But the truth is that no single step can be safely made 
in monetary science, unless the investigator kee^ himself in 
conscious touch with bis psychological basis during his whole 
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investigation. Wc cannot, without special examination, oven 
say that, in virtue of the universal Jaw of supply and demand, 
the more sovereigns there are the lower will he their cxtdiange 
value. For in this universal law of supply and demand there 
is a psychological link. Why does an increased supply lower 
exchange value ? Because an increased supply of any com- 
modity satisfies the corresponding want more completely, and 
reduces the unsatisfied remaining want to a lower degree of 
importunity. Now in the case of money it is admitted tliat 
within wide limits the money function is exactly as well per- 
formed by X and by nx pieces, so that there is no unperformed 
money function and money want becoming less and less im- 
portunate for satisfaction as the number of sovereigns, but not 
the command of commodities in general, increases. Thus, if 
the law of demand and supply is regarded as objective and 
absolute, and the psychological linic forgotten, its applications 
to monetary problems will have no demonstrative cogency. 

We now turn to Production and Distribution, and here 
we note at once that the study of “ production ’’ must include 
the theory of labour, in which everjthing turns upon the law 
of the increasing irksomeness of successive increments of effort 
and the decreasing psychological value of successive increments 
of commodity.'or other result of effort; and the same law in- 
vades the study of distribution at every point, allying itself with 
the better-known physical law of diminishing returns to suc- 
cessive increments of any one factor of production, the others 
remaining constant, 

In all the four main divisions of political economy, then, 
we see that the direction taken by economic study in recent 
years tends to a more express and generous recognition of the 
close connection between psychology and political economy, 
and the necessity of constantly keeping in touch with our psy- 
chological basis even when pmsuing those branches of economic 
inquiry which appear to be remotest from it. 

But, especially in connection with “ production sad “ dis- 
tribution,” another aspect of the question forces itself on our 
attention. We have hitherto enquired whether the psychological 
^ta of economics can be accepted absolutely as results and 
dedt with by general dialectic methods, or whether they can 
only be considered as principles, to be applied with constant 

3 D 
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reference to the psychological conditions of the special prob- 
lem under investigation. We have now to ask further, are 
these psychological data, whether facts or principles, to include 
all the psychological considerations that actually bear upon 
the production, distribution, etc., of wealth, or are we artificially 
to simplify our psychology and deal only with the motives 
supposed to actuate the hypothetical " economic man ? In 
the latter case political economy will be a hypothetical science. 
In the former it will aim at positivity. 

And here again it will hardly be doubted that the ten- 
dency of recent work has been in the direction of enlarging 
tlic psychological area from which the data of political eco- 
nomy should be drawn. This tendency is manifested in two 
characteristic movements in recent economic iavestigation, 
which have in their turn reacted upon it. Firstly, the field 
of economic study, like so many others, has been invaded by 
the passion for the concrete method of inquiry, whether applied 
to contemporary or remote conditions. Now the man who 
studies the history of a great strike or trade movement in 
Europe or America, of the land tenure or village industries 
of India, of middle-class or artisan budgets in England or 
France, of the growth and organisation of industry in the 
Hanseatic cities or the republics of Italy, of the fiscal systems 
of commercially related peoples, and so forth, finds bimscif 
studying the conditions of the production and distribution of 
wealth, but in a region in which the simplified psychology of 
Ricardo and Senior is wholly inadequate. So conspicuously is 
this the case that some economists are ready to admit that 
no general theory or science of economics is possible, but only 
a natural history of wealth, production, etc., while others are 
seeking to reconstruct the general theory of economics on 
broader and more universally applicable principles. And it 
is here that the second movement characteristic of recent 
times allies itself with the historical method. It is the much- 
discussed mathematical method, which from this point of 
view is the necessary complement of the historical or concrete 
method. For no sooner has the mathematical student given to 
the acknowledged psychological data of economics the form, at 
once rigorous and generalised, that his method demands, than 
he perceives that his formul® really embrace the general theory 



POLITICAL ECONOMY AND PSYCHOLOGY 


771 


of the distribution of resources with a view to maximising a 
desired result, independently of the nature alike of the resources 
and the result in question. This brings the economic conduct 
of man under the same laws as his conduct in general, and 
promises to give us the wider basis of which we arc in search. 

Our cOQclufliona throw a curious light on the louch-debated but 
Uttle^understood contention of Auguste Comte. Ffi ti Foi., VoL IV., pp. 
193 9t 4q., that there is no specihe science of wealth, with its specisl 
law9 and principles, and that the attempt to deal with the wealtb*getting 
impulses of nan in isolation must be essentially barren ; but that special 
applications of general principles of philosophy to the industrial ond 
commercial life may be prolific and illuminating in a high degree. 



THE SCOPE AND METHOD OF POLITICAL 
ECONOMY IN THE LIGHT OP THE “ MARGINAL" 
THEORY OF VALUE AND DISTRIBUTION ‘ 

I. 

I ADDRESS myseU primarily to those who already accept the 
marginal theory of Value and Distribution, inviting their atten- 
tion to the modifications it is already iotroducing into current 
conceptions of Political Economy and of its relation to other 
studies, and urging the necessity of accepting the change more 
frankly and pressing it further. But at the same time I think 
wc shall find that the best approach to our proper subject is 
through a summary exposition, if not a defence, of the theory 
itself. 

Let us begin by attempting to determine the characteristic 
of the economic field of investigation. Naturally there is no 
sharp line that marks off the economic life, and we must not 
expect to arrive at any rigid definition of it ; but I take it that 
if I am doing a thing because 1 want it done for its own sake 
(not necessarily my own sake, in any restricted sense, for it may 
primarily concern some one else in whom I am interested out 
of pure goodwill), or am making a thing that I require for the 
supply of my own desires or the accomplishment of my own 
purposes ; if, in fact, I am engaged in the direct pursuit of my 
own purposes, or expression of my own impulses, my action is 
not economic. But if I am making or doing anything not 
because I have any direct interest in it, but because some one 
else wants it, and that other person will either do what I want 
done or put me in command of it, then I am furthering his 
purposes as a means of furthering my own. I am indirectly 

^ [ReprioteU from Tht Bcon<*»nic Jovrit^l, VoJ. XXIV., No. 93, 

March 19U, pp- 1-23. PrasidentW Address to Section F of the Bntiab 
Association, ffirniinfhara, 1913.] 
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forwarding my purposes by directly forwarding his. This is 
the nature of the ecoaomic relation, and the mechanism or 
articulation of the whole complex of such economic relations 
is the proper subject of economic investigation. Thus, if a 
peasant adorns his oz-yoke with carving because he likes doing 
it and likes it when done, or if he carves a stool for his friend 
because he loves hirn and likes doing it for him and believes he 
will like it when done, the action is not economic ; but if he 
gets a reputation for carving and other peasants want his work, 
he may become a professional carver and may carve a yoke or 
a stool because other people want them and he finds that sup ply > 
ing their wants is the easiest way for him to get food and clothes 
and leisure for bis own art, and all things else that he desires. 
His artistic work now puts him into an economic relation with 
his fellows ; but this example serves to remind us that there 
may be an indefinite area of coincidence between the economic 
and non'cconomic aspects of a man’s occupations and relations. 
That man is happy indeed who finds that in expressing some 
part of his nature he is providing for all his natural wants ; 
or that in rendering services to friends in which he delights he 
is putting himself in command of all the services he himself 
needs for the accomplishment of bis own purposes. A perfect 
coincidence of this nature is the dream of modern Utopias ; 
but my present subject is only the economic side of the shield. 

The economic organism, then, of an industrial society repre* 
sents the instrumentality whereby every man, by doing what 
be can for some of bis fellows, gets what he wants from others. 
It is true, of course, that those for whom he makes or does 
something may be the same as those from whom he gets the 
particular things be wants. But this is not usual. In such a 
society as ours the persons whom a man serves are usually 
incapable of serving him in the way he desires, but they can 
put him in command of the services he requires, though they 
cannot render them. This is accomplished by the instrument- 
ality of money, which is a generalised command of the services 
and commodities in the circle of exchange ; money ” being 
at once a standard in which all market prices are expressed, 
and a universal commodity which every one who wishes to 
exchange what he has for what he wants will accept as a medium, 
or middle term, by which to effect the transformation. Thus 
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in most commercial tran.«^ctiona one party furthers a specific 
purpose of the other, and receives in exchange a command, 
defined in amount but not In kind, of services and commodities 
in general ; the scale of equivalence being a publicly recognised 
thing announced in current market prices. Every member of 
the community who stands in economic relations with others 
alternately generalises his special resources and then specialises 
his general resources, first directly furthering some one else’s 
purposes and then picking out the persons who can directly 
further his. Thus each of us puts in what he has at one point 
of the circle of exchange and takes out what he wants at another. 
Being out of work is being unable to find any one who values our 
special service enough to relinquish in our favour such a command 
of services in general as w'e are prepared to accept in return. 

Our economic relations, therefore, are built up on a recognised 
scale of equivalences amongst the various commodities and 
services In the circle of exchange ; or, in other words, upon 
market values. And our first step must be to formulate tbe 
“ marginal theory of exchange, or market, values. It is 
capable of very easy and precise formulation in mathematical 
language ; for it simply regards value in exchange as the first 
derived or ** differential function of value in use ; which is 
as much as to say, in ordinary language, that what a mao will 
give for anything sooner than go without it is determined by a 
comparison of the difference which he conceives its possession 
will make to him, compared with the difference that anything 
he gives for it or could have had instead of it will or would 
make ; and, further, that we are generally considering in our 
private budgets, and almost always in our general speculations, 
not the significance of a total supply of any commodity— coals, 
bread, or clothes, for instance — but the significance of the 
difference between, say, a good and a very good wheat harvest 
to the public, or the difference between ten and eleven loaves 
of bread per week to our own family, or perhaps between ten 
days and a fortnight spent at the seaside. In short, when we 
are considering whether we will contract or enlarge our expendi* 
ture upon this or that object, we are normally engaged in consider^ 
ing the difference to oui satisfaction which differences of adjust- 
ment in our several supplies will make. We are normally 
engaged, then, not in the consideration of totals, either of supplies 
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or of satisfactiooa, but of differences of satisfaction dependent 
upon differences of supplies. 

According to this theory, then, what I am xciUirtg to give 
for an increase in my supply of anything is determined by the 
difference it will make to my satisfaction, but what 1 shall have 
to give for it is determined by the difference it would make to 
the satisfaction of certain other people ; for if there is anyone 
to whom it will make more difference than it will to me, he will 
be ready to give more for it, and he will get it, while I go without. 
But again, since the more he has the less difference will a still 
further increase make to him, and the less I have the more 
difference will a still further decrease make to me, we shall 
ultimately arrive at an equilibrium ; what I am willing to give 
and what I am compelled to give will coincide, and the difference 
that a little more or a little leas of any commodity which I 
habitually consume makes to my estimated satisfaction will be 
identical with a similar estimated difference to any other habitual 
consumer. 

Or we may attack the problem from the point of view of 
the individual. We have pointed out that to any individual 
the differential significance of a unit of supply of any commodity 
or service declines as the supply increases. In our own expendi- 
ture, we Hnd that current prices (our individual reaction on the 
market being insensible) fix the terms on which the various 
alternatives offered by the whole range of commodities and 
services in the circle of exchange are open to us. Obviously, 
so long as the differential satisfaction anticipated from one 
purchase exceeds that which the same money would procure 
from another, we shall take the preferable alternative (thereby 
reducing its differential superiority) until we have so regulated 
our expanding or contracting supplies that the diffeiential 
satisfactions gained or lost from a given small increase or decrease 
of expenditure upon any one of our different objects of interest 
is identical. Into the practical difficulties that prevent our 
ever actuaUy reaching this ideal equilibrium of expenditure 1 
will not here enter ; but I must call attention to the identity 
in principle of this analysis of the internal economy of our own 
choice between alternatives, tending to a subjective equilibrium 
between the differential significances of different supplies to the 
same person, and the corresponding analysb, just given, of the 
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process by which an objective equilibrium ia approached between 
the differential significances of the same supplies to different 
persons. 

And this observation introduces another of extreme import- 
ance In our private administration of resources we are con- 
cerned both with things that are and with things that are not 
in the circle of exchange, and the principle of distribution of 
resources is identical in both cases. The independent student 
who is apportioning his time and energy between pursuing his 
own line of research and keeping abreast of the literature of his 
subject is forming estimates of differential significances and is 
equating them to each other just as directly as the housewife 
who is hesitating between two stalls in the market. And when 
we are considering whether we will live in the country or the 
town, we may find, on examination, that we are carefully equating 
increments and decrements of such apparently heterogeneous 
indulgences as those associated with fresh eggs and friendship. 
Or, more generally, the inner core of our life problems and the 
gratification of all our ultimate desires (which are indeed in- 
extricably interlaced with our command of exchangeable things, 
but are the ends to which the others are but means) obey the 
same all-pcrmeating law. Virtue, wisdom, sagacity, prudence, 
success, imply different schemes of values, but they all submit to 
the law formulated by Aristotle with reference to virtue, and 
analysed by modern writers with reference to business, for they 
all consist in combining factors mzt* X6yov, in the right 

'lYropoftion^ as fixed by that distribution of resources which 
establishes the equilibrium of their differential significances in 
securing the object contemplated, whether that object be tran- 
quillity of mind, the indulgence of an overmastering passion or 
affection, the command of things and services in the circle of 
exchange, or a combination of all these, or of any other con- 
ceivable factors of life. 

Now this dominating and universal principle of the distribu- 
tion of resources, as we have seen, tends, by the instrumentality 
of the market, to secure an identity in the relative positions of 
increments of all exchangeable things upon the scales of all the 
members of the community amongst whom they are distributed. 
For if, amongst the things he possesses, A finds one, a given 
decrement in which would make less difference to him, as 
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measured in mcrements of other exchangeable things, than the 
corresponding increment would make to B (who is assumed to 
have a certain command of exchangeable things in general), 
obviously there is a mutual gain in B giving for the increment in 
question what is less than worth it to him but more than worth 
It to A. There is equilibrium therefore only when a decrement 
in My man’s stock of any exchangeable thing would make mote 
difference to bim, as measured in other exchangeable things, than 
the corresponding increment (measured in the same terms) would 
make to any one else. Hence all those who possess anything 
must, in equilibrium, value it more, differentially or increment- 
wly, than any one who does not possess it, provided that this 
latter does powess something, and provided that “ value " is 
measured in exchangeable things. 

But this last qualification is all-important. The market 
tends to establish an identity of the place of the differential value 
of any commodity amongst all exchangeable things on every- 
body s scale of preferences, and further to secure that it is 
higher on the scale of every one that has it than on the scale 
of any one who has it not ; so that to that extent, and in that 
sense, things must always tend to go and to stay where they 
are most st^ficant. But then exchangeable things ace never 
really the ultiiMtely significant things at all. They are means. 
Ihe ends, which are always subjective experiences of some kind 
whether of the senses or the will or the emotions, are not in 
any direct way exchangeable ; and there is no machinery to 
seciw that mcrements and decrements of exchangeable things 
shall in md^tnal equilibrium take the same pUce and ha^ 
the same differential significance on the scales of any two men 
when measured not in terms of other means, but in terms of 
ends. If two men habitually spend a portion of their resources 
on food and on books, there is a presumption that to both of 
them the differential significance of a shilling’s-worth of food 
and of a volume of Everyman’s or the Home University Library 
18 equivalent, But there is no presumption whatever that the 
vital significance of either one or the other is identical to the 
two men as measured, not eacl. in terms of the other, but each 
m the degree to which it ministers to the ultimate purposes of 
■to possessor or consumer ; i„ the pain that its absLe or the 
pleasure that its presence would give him ; or in its ultimate 
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significance upon his life. Granted that x makes just as much 
difference, both to you and to me, as y does, it does not follow 
that either x ct y makes the same difference to you that it does 
to me. 

The ground is now clear for a step forward along the main 
line of our advance. The differential theory of exchange values 
carries with it a corresponding theory of distribution, whether 
we use this term in its technical sense of the division of a product 
amongst the factors that combine for its production, or whether 
we employ it as equivalent to " administration/’ and are thinking 
of the administration of our personal resources ; that is to say, 
their distribution amongst the various objects that appeal to 
us ; or again, the distribution, under economic pressures, of the 
sum of the industrial resources of a society amongst the objects 
that appeal to its members. 

Land, manifold apparatus, various specialised faculties of 
hand, eye, and brain, are essential, let us say, to the production of 
some commodity valued by some one (it does not matter whom), 
for some purpose (it does not matter what). None of these 
heterogeneous factors can be dispensed with, and therefore the 
product in its totality is dependent upon the co-operation oi each 
one severally, But there is room for wide variety in the pro- 
portions in which they arc combined, and whatever the 
existing proportion may be each factor has a differential signific- 
ance, and all these differential significances can he expressed in 
a common unit ; that is to say, all can be expressed in terms 
of each other, by noting the increment or decrement of any 
one that would be the equivalent of a given decrement or 
increment of any other ; equi valance being measured by the 
neutralising of the effect upon the product, or rather, not upon 
the material product itself, but the command of generalised 
resources in the circle of exchange for the sake of which it js 
produced- The manager of a business is constantly engaged 
in considering, for instance, how much labour such-and-such a 
machine would save ; how much raw material a man of such-and- 
such character would save ; what equivalent an expansion or 
reconstruction of bis premises would yield in ease and smoothness 
in the conduct of business ; how much economy in the shop 
would be effected by a given addition to the staff in the office, 
and 80 on. This is considering differential significances and their 
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equivalences as they affect his business. And all the time he is 
also considering the prices at which he can obtain these several 
factors, dependent upon their differential significances to other 
people in other businesses. His skill consists, like that of the 
housewife in the market, in expanding and contracting his 
expenditure on the several factors of production so as to bring 
their differential significances to himself into coincidence with 
their market prices. And note that the same principle can be 
applied without any difficulty to such immaterial factors of 
efficiency as '* goodwill ” or notoriety ; but it would delay us 
too long to work this out or to anticipate possible objections, 
A hint must suffice. 

Here, then, we have a firm theoretical basis for the study 
of distribution, independent of the particular form of organisation 
of a business. Whether those in command of the several factors 
of production meet and discuss the principles upon which tlie 
actual proceeds of the business shall be divided, when they are 
realised ; or whether some one person takes the risks (on his 
own behalf or on behalf of a group of others), and discounts the 
estimated significance of the several factors, buying up their 
several interests in the product, by paying wages and salaries, 
interest, and rent, and by purchasing machinery and raw material, 
and so forth ; or whatever other mechanism mav be adopted, the 
underlying principle is the same. The differential equivalence 
of the factors of production reduces them to a common measure, 
and when they are all expressed in the same unit the problem 
of the division of the product amongst them is solved in principle. 

Now I conceive that the application of this differential 
method to economics must tend to enlarge and to harmonise 
our conception of the scope of the study, and to keep it 
m constant touch with the wider ethical, social, and sociological 
problems and aspirations from which it must always draw its 
inspiration and derive its interest ; for if we really undersUnd 
and accept the principle of differential significances we shall 
realise, as already pointed out, that Aristotle’s system of ethics 
and our reconstructed system of economics are twin applications 
of one identical principle or law. and that our conduct in business 
IS but a phase or part of our conduct in life, both being determined 
y our sense, auch as it is, of differential significances and their 
changing weights as the integrals of which they are the differences 
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expand or contract. Caesar> “ that day he overcame the Nervii/* 
being surprised by the enemy, contracted his exhortation to the 
troops, but did not omit it. In his distribution of the time at 
his disposal the differential significance of prompt movement 
was higher than usual in relation to the difierential significance 
of stirring words from their beloved and trusted commander 
addressed to the soldiers as they entered upon action. An ardent 
lover may decline a business interview in order to keep an 
appointment with his lady-love, but there will be a point at 
which its estimated bearing upon his prospects of an early settle- 
ment will make him break his appointment with the lady in 
favour of the business interview. A man of leisure with a taste 
for literature and a taste for gardening will have to apportion 
time, money, and attention between them, and consciously or 
unconsciously will balance against each other the differentia) 
significances involved. All these, therefore, are making selections 
and choosing between alternatives on precisely the same principle 
and under precisely the same law as those which dominate the 
transactions of the housewife in the market, or the management 
of a great factory or ironworks, or the business of a bill-broker. 

A full realisation of this wilt produce two effects. In the iint 
place, it will put an end to all attempts to find laws proper 
to our conduct in economic relations. There are none. Hitherto 
economists for the most part have been vaguely conscious that 
the ultimate laws of economic conduct must be psychological, 
and» feeling the necessity of determining some defining boundaries 
of their study, have sought to make a selection of the motives 
and aims that are to be recognised by it. Hence the simplified 
psychology of the economic man,” now generally abandoned 
— but abandoned grudgingly, by piecemeal, under pressure, and 
with constant attempts to patch up what ought to be cast away. 
There is no occasion to define the economic motive, or the 
psychology of the economic man, for economics study a type of 
relation, not a type of motive, and the psychological law that 
dominates economics dominates life. We may either ignore all 
motives or admit all to our consideration, as occasion demands, 
but there is no rhyme or reason in selecting certain motives that 
shall and certain others that shall not be recognised by the 
economist. 

In the second place, when taken off the wrong track we 
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shaii be able to lind the right one, and shall understand that the 
proper field of economic study is, in the first instance, the type 
of relationship into which men spontaneously enter, when they 
find that they can best further their own purposes by approacliiag 
them indirectly. There is seldom a direct line by which a man 
can make his faculties and bis specialised possessions minister 
continuously to all his purposes, or even to the greater part or 
the most importunate part of them. He must find some one else 
to whose purposes he can directly devote his powers or lend his 
resources in order that he may generalise his specific capacity 
or possession, and then again specialise this generalised command 
in the direction his tastes or needs dictate. The industrial world 
is a spontaneous organisation for transmuting what every man 
has into what he desires, wholly irrespective of what his desires 
may be. 

And, in the third place, this truer conception of the economic 
field of investigation, coupled with the sense of the unity of 
fundamental law and fundamental motive that sways our 
economic and our non-economic action, will throw a constantly 
increasing emphasis upon the fact that our economic life is not 
and cannot be isolated, but is at every point combined with the 
direct expression of character and indulgence of taste, while 
the human relations into which it brings us are constantly waking 
in US a direct interest (whether of attraction or repulsion) in 
those purposes of others which we are directly furthering as an 
indirect means of furthering our own, purposes which we have 
indeed adopted, but beyond which we look whenever we reflect. 
There is no reason why means should not. to an undefined 
extent, be from the beginning, or become, in course of time 
ends in themselves, while still continuing to be means ; nor’ 
alas, is there any guarantee that they will not be, or will not 
become, negative and repellent as ends, either through physical 
weariness or moral repulsion. Perhaps most men’s “occupa- 
tions ’’ combine both characteristics. 

Again, the realisation of the exact nature of the economic 
organisation as a machinery for combirui^ in mutual helpfulness 
persons whose ends are diverse, will drive it home to our con- 
sciousness that one man’s want is another man’s opportunity, 
and that it may serve a man’s turn to create a want or a passion 
m another m order that he may find his opportunity in it. All 
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alojip t]ie line, from a certain type of ingenious advertiser to 
the financier (if lie really exists) who engineers a war in order 
tliat he may arrange a war loan, we may study the creation of 
wants and passions, destructive of general welfare, for the sake 
of securing wealth to individuals. And we may realise the 
deeply significant truth that to an v individual the full discharge 
of his industrial function — that is to say, the complete satisfac- 
tion or disappearance, by whatever means, of the want which 
he is there to satisfy— must be, if he contemplates it, a night- 
mare ; for it would mean that he would be ** out of work,*’ 
that because no one w*ants what he can give no one wants him, 
and neither will any one give him what he wants. 

Vet again, in our industrial relations the thing we are doing 
is indeed an end, but it is some one else's end, not ours ; and 
as far as the relation is really economic, the significance to %u 
of what wc are doing is measured not by its Importance to the 
man for whom it is done, but by the degree to which it furthers 
our own ends. There can, therefore, be no presumption of any 
coincidence between the social significance of our work and the 
return wc receive for it. We cannot say, What men most care 
for they will pay most for, therefore what is most highly paid 
is most cared for,” for (sometimes to our positive knowledge, 
and generally “ for all we know *’) it is different men who express 
their eagerness for the different things we are comparing, by 
offering such-and-such prices, and those who offer little money 
for a thing may do so not because what they demand signifies 
so little, but because what they would have to give, or to forgo, 
for it signifies so much. They may offer little for a thing not 
because its possession matters so little but because their possession 
of anything, including this particular thing, matters so much. 

These and other such censiderations will not directly affect 
our exposition of the mechanism of the market, the central 
phenomenon of the industrial world, but they will profoundly 
affect the spirit in which we approach, and In which we conduct, 
our investigation of it. For we shall not only know but shall 
always feel that the economic machine is constructed and moved 
by individuals for individual ends, and that its social effect is 
incidental. It is a means and its whole value consists in the 
nature of the ends it subserves and its efficacy in subserving 
them. The collective wealth of a community ceases to be a 
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matter of much direct signiiicAncc to us, for if one man has a 
million pounds, and a hundred others have ten pounds eacli, 
the collective wealth is the same as if the hundred and one 
men had a thousand each. What are we to expect from a survey 
made from a point of view from which these two things are 
indistinguishable ? The market does not tell us in any fruitful 
sense what are the ** national,” “ social,” or ” collective ” wants, 
or means of satisfaction, of a community, for it can only give 
us sum, and the significance of a sum varies indefinitely according 
to its distribution. 

If we reflect on these things— and the study of differential 
significances forces us to reflect upon them— we shall never for 
a moment, in our economic investigations, be able to escape from 
the pressure of the consciousness that they derive their whole 
significance from their social and vital bearings, and that the 
categories under which we usually discuss them conceal rather 
than reveal their meaning. We shall understand that this 
ultimate significance is determined by ethical considerations ; 
that the sanity of men’s desires matters more than the abundance 
of their means of accomplishing them ; that the chief dangers 
of poverty and wealth alike are to be found in degeneracy of 
desire, and that the final goal of education and of legislation alike 
must be to thwart corrupt and degrading ends, to stimulate 
worthy desires, to infect the mind with a wholesome scheme of 
values, and to direct means into the channels where they are 
likeliest to conduce to worthy ends. 

To sum up this branch of our examination, the differentia] 
theory of economics will never allow us to forget that organised 
production,” which is the proper economic field, is a means only, 
and derives its whole significance from its relation to ” consump- 
tion” or “fruition.” which is the vital field, and covers all 
the ends to which production is a means ; and, moreover, the 
economic laws must not be sought and cannot be found on the 
properly economic field. It is on the vital field, then, that the 
laws of economics must be discovered and studied, and the data 
of economics interpreted. To recognise this will be to humanise 
economics, 

The merit of our present organisation of industry is to be 
found in the extent to which it U spontaneous, and lays every 
man, whatever his ends, under the necessity of seeking some other 
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man whom he can serve, in order to accomplish them. So far 
it is social, for it compels the individual to relate himself to 
others. But the more we analyse the life of society the less 
can we rest upon the economic harmonies ” ; and the better 
we understand the true function of the “ market,” in its widest 
sense, the more fully shall we realise that it never has been left 
to itself, and the more deeply shall we feel that it never must 
be. Economics must be the handmaid of sociology. 

II. 

Let me now proceed to the consideration of a few points in 
which I think the traditional methods of technical exposition 
need reconai deration in the light of the differential theory. 

At the root of all lies a profound modification of our concep- 
tion of the nature and function of the “ market ” itself. The 
differential theory when applied to exchangeable things tells us 
that there is equilibrium only when an exchangeable commodity 
is so distributed that every one who possesses it assigns the same 
place to its differential value, amongst those of other commodities 
of which he has a supply ; and that this place is a higher one 
than it occupies on the relative scale of any one who does not 
possess it. What this place is — that is to say, the differential 
equivalence of the commodity in terms of other commodities, 
when equilibrium is established— <is fixed absolutely by two 
determinants. These are : — (1) The tastes, desires, and resources 
of the individuals constituting the society. When objectively 
measured and expressed, these individual desires for any one 
commodity can be represented by curves capable of being 
summed ; and the resultant curve, objectively homogeneous 
but covering undefined differences of vital or subjective signific- 
ance. is usually called, so far as it is understood and realised, the 
"curve of demand.” This is one of the determinants we are 
examining, and it represents a series of hypothetically co-existing 
relations between given hypothetical supplies and corresponding 
differential significances. It is a curve representing a function. 
(2) The amount of the actual supply existing in the community. 
This is not a curve at all. but an actual quantity. .It is not a 
series of co-existing relations, but one single fact, and it deter- 
mines which of the series of hypothetical or potential relations 
represented by the curve shall be actually realised. 
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But what about the “ supply curve ” that usually figures 
as a determinant of price, co-ordinate with the demand curve ? 
I say it boldly and baldly : There is no such thing. When we 
arc speaking of a marketable commodity, what is usually called 
the supply curve is in reality the demand curve of those wlio 
possess the commodity ; for it shows the exact place which every 
successive unit of the commodity holds in their relative scale 
of estimates. The so-called supply curve, therefore, is simply 
a part of the total demand curve which we have already described 
as factor (1). The separating out of this portion of tlic demand 
curve and reversing it in the diagram is a process which has its 
meaning and iU legitimate function, as we shall see in a moment, 
but is wholly irrelevant to the determination of the price. 

The intercourse of the market enables all the parties con- 
cerned to find their places with respect to caeli other on the 
general demand curve. Each individual, whetlicr or not lie 
possesses a stock of the commodity, brings his own individual 
curve of demand into the market, and there relates it to all the 

other individual curvesofdemand, thus constituting the collective 

curve, which (together with tlie amount of the commodity avail- 
able) determines the price, i.c. the (objective) height 'of tlie 
lowest demand for a unit of the commodity which the available 
amount will suffice to reach. 

Tlic ordinary method of presenting the demand curve iu 
two sections tells us the c.-ctent to which the present distribution 
of the commodity departs from that of equilibrium, and therefore 
the extent of the transactions that will be requited to reach 
equihbrium. But it is the single combined curve alone that tells 
us what the equilibrium price will be. The customary represeata- 
fion of cross curves confounds the process by which the price is 
discovered with the ultimate facta that determine it. 

Diagrams of intersecting curves (and corresponding tables) 
of demand prices and supply prices are therefore profoundly 
misleading. They co-ordinate as two determinants what arc 
really only two separated portions of one ; And they conceal 
altogether the existence and operation of what is really the second 
determinant. For it will be found on a careful analysis that 
tlie construction of a diagram of intersecting demand and 
supply cur\-cs alwa>-s involves, but never reveals, a definite 
assumption as to the amount of the total supply possessed by 

3b 



786 


SELECTED PAPERS AND REVIEWS 


the supposed buyers and the supposed sellers taken together 
as a single homogeneous body, and that if this total is changed 
the emerging price changes too ; whereas a change in its initial 
distribution (if the collective curve is unaffected, while the 
component or intersecting curves change) will have no effect 
on the market, or equilibrating price itself, which will come out 
exactly the same. Naturally, for neither the one curve nor the 
one quantity which determine the price has been changed. 

The accompanying diagrams may suggest to the reader a 
method of testing the validity of the argument in the text. 

Ox in both figures represents the amount of the commodity, 



and the curve in Fig. 1. represents the total demand curve. 
The resultant price is px. 

None of these data are altered in Fig. II, but the demand 
curves of, the possessors (collectively) and the non-possessors 
(collectively) are separated out from each other, as representing 
the conditions under which the market opens. Two different 
hypotheses as to this initial distribution of the stock are repre- 
sented by the dotted and the continuous lines. But in eAch 
case, of course, the condition of preserving the data of Fig. I> 
intact determines that at any price OA^ the line AB (Fig. !•) 
shtfH be equal to the sum Ah + ab' or (Fig. II')- 
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this condition is observed, the intersection must be at the height 
xp, when AB or its equivalent sum in Fig. II. equals Ox. 

The dotted lines represent a market that opens witli 
conditjoM nearer to equilibrium tbau those represented by 
the continuous lines ; and in the one case only Ox' will change 
han^, whereas in the other Ox" will do so. But this has nothing 
to do with the price.' 

The curve of supply prices, theo, is a mere alias of a portion 
of the demand curve. But so far we have only dealt witli the 
market m the narrower sense. Our investigations throw suffi- 
cient light on the distribution of the hay harvest, for instance, 
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by the law of the market, and tlie cost of production. But what 
is cost of production ? In the market of commodities I am ready 
to give as much as tlie article is worth to me. and I cannot get 
it unless I give as much as it is worth to others. In the same 
way, if I employ land or labour or tools to produce something, 
I shall he ready to give as much as they are worth to me, and 1 
shall have to give as much as they are worth to others — always, 
of course, differentially. Their worth to me is determined by 
their differential effect upon my product, their worth to others 
by the like effect upon (heir pn^ucts (or direct fruitions, if they 
do not apply them industrially). Again we have an alias merely. 
Cost of production is merely the form io which the desiredness 
a thing possesses for some one else presents itself to me.' Wlien 
we take the collective curve of demand for any factor of produc- 
tion wc see again that it is entirely composed of demands, and 
my adjustment of my own demands to the conditions imposed 
by the demamls of others is of exactly the same nature whether 
1 am buying cabbages or factors for the production of steel plates. 
I have to adjust my desire for a thing to the desires of others 
for the same thing, not to find some principle other than that 
of dosiredness, co-ordinate with It as a second determinant of 
market price. The second determinant, here as everywhere, 
is the supply. It is not until wc have perfectly grasped the 
truth that costs of production of one thing are nothing what- 
ever but an alias of efficiencies in production of other things 
that we shall be finally emancipated from the ancient fallacy 
wc have so often thrust out at the door, while always leaving 
tho window open for its return. 

1 now turn to some of the most obvious consequences of 
the differential theory of distribution. They are all included 
in the one statement that when fully grasped this theory must 
destroy the very conception of separate laws of distribution such 

' 1 do not deny thtt, ta we recede from tbe En*rket end deel with long 
periods end tbe ultimate conditions on which nature yields her stores, cases 
may arise in which someth ing like a " supply curve " acems legitUnata. 
terms on which nature yields increasing supfJies of ome raw material, for 
instance, cannot legitimately be regarded as the reserve prices in which she 
cii presses her own demand f But even here in the last analysis, and when 
we consider tbe enormous range of tbe principle of "substitution and (be 
pressures that determine the directions taken by inventive genius. I believe 
we shall be thrown back in aU important cases upon modificatione in 
demands upon human energy and expressions of human vitality and their 
distribution, amongnt all the utilities and fruitions that appeal to then. 
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as the law of rent, the law of interest, or the law of wages. It 
is hj determining the differential equivalence of all the factors 
of production, however heterogeneous, that we reduce them to 
a common measure and establish the theory of distribution ; 
just as it is by detennining the differential equivalence of all our 
pursuits and possessions that we attempt to place a shilling or 
an hour or an effort of the mind where it will tell best, and so 
distribute our money or time or mental energy well. There can 
no more be a law of rent than there can be a law of the price 
of shoes distinct from the general law of the market. The way 
in which the several factors render their service to production 
differs, but the differential service they render is in every case 
identical, and it is on this identity or equivalence of service that 
the possibility of co-ordinated distribution rests. So the econo- 
mist, though be may begin by giving precision to the student’s 
idea of kow “ waiting,’* for example, or tools, or mere command 
of “ extension *’ in space, or manual skill, or experience, or 
honesty, may affect the value of the product, roust end by 
showing him that their distributive share of the product depends 
not upon the way tn tfAicA they affect the product (wherein they 
are all heterogeneous), but on the differential amcunl of their 
effect (wherein they are all alike). The law of distribution, then, 
is one, and is governed not by the differences of nature in the 
factors, but by the identity of their differential effect. With this 
searchlight we must scrutinise the body of current economic 
teaching, and must cast out the mischievous survivals that 
deform it. 

On the present occasion severe selection and limitation is, 
of course, necessary, and I think we cannot do better than Ukc 
up a few of the current phrases, or conceptions and diagram- 
mtic illustrations connected with the phenomenon of rent. 
Antecedently we must expect that as there is no theoretical 
difference between the part pUyed by land and that played by 
other factors of production (or more direct ministrants to enjoy- 
ment), so there can be no general assertion about rent and land 
which IB at once true and distinctive; for, if true, it must be 
based on that aspect of land which expresses its function in a 
i^t common, say, to capital, and which brings its differential 
si^ficanw. upon which all depends, under the same law * and 
themfore it cannot be distinctive of land. 


700 


SELECTED PAPERS AJfD REVIEWS 

Let us test the truth of these anticipations. Ricardo’s 
celebrated law of rent really asserts nothing except that the 
superior article fetches the superior price, in proportion to its 
superiority ; and it is obvious that all “ superiorities ” in land, 
whether arising from “ inalienable ” properties or from ex- 
pend (tu re of capital, tell in exactly the same way upon the 
rcnt- 

Again, a diagram may easily be constructed in which different 
qualities of land arc represented along the axis of X and their 
supposed relative fertilities to a fixed application of labour and 
capital along the axis of Y. The “ marginal ” land will occupy 
the extreme place to the right. This is not a functional curve ; 
for the height of y does not depend upon the length of x, the 
units being expressly so placed on OX as to produce a declining 
ij. It is applicable to land or to anything else of which typical 
units can be arranged in ascending or descending order of 
efficiency. 

But the same figure has been used as a functional curve in 
connection with the theory of rent. Take a given fixed area 
of land of a certain quality and consider what would be its yield 
if it were “ dosed ” with a certain quantity of labour and capital 
represented by a unit on the axis of X. Increase the doses till 
a further increment of labour and capital would not produce as 
large an increment in the yield of this land as it would if applied 
to some other piece of land of the same or different quality, or 
if turned to some non-agricultural business. The last increment 
actually applied is the marginal increment, and it measures 
the distributive share of a unit dose *' in the product. The 
figure and the details of the argument are too familiar to need 
elaboration ; nor can I stay to show that such a curve ought 
really to pass through the origin, for important as the point is, 
it does not affect our present investigation ; but it is essential 
to point out that the descriptive and the functional curves just 
described both present the same appearance, both represent 
** rent ” by a curvilinear surface, both use the term margin/' 
though in entirely different senses, as determining rent, and are 
both just as applicable to anything else as to land, and (speci- 
fically) ignore the difference between “ economic ” and “ com- 
mercial” rent, being just as appUcable to one as to the 
other. 
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The ambiguous use of “ marginal ” has naturally caused 
some confusion (a point to which I shall soon revert), but at 
present the descriptive curve and “ margin ” have only been 
introduced to be dismissed. In the discossion of the functional 
curve, which we must now continue. I have used the term 
marginal in the sense of “ differential as applied through- 
out our whole investigation. It is not any peculiarity of the 
marginal ” increment that makes it yield less than the others. 
It does not. They all have exacUy the same differential effect 
on the yield, as to which none is after or afore the other. The 
height of this differential or marginal yield is dependent not upon 
the nature of each several dose, but upon their aggregate number. 
What we have here, then, is not a law or theory of rent at all, 
but the tacit assumption that the differential theory of distribu- 
tion is true of every factor of production except land, and that 
rent is what is left after everything that is not rent is taken away. 
For, observe, land-and-labour is treated as a homogeneous 
quantity, so that the reduction of heterogeneous factors to a 
common unit is assumed, and how is this to be done except by 
comparing their several efficiencies on the product, and so com- 
bining them as to keep those efficiencies in differential equivalence 
to their market prices, i.e. their efficiencies on other land or 
in other industries ? And thus the principle of marginal or 
differential efficiency as determining distributive shares in the 
product has long been quite definitely, though naively and 
uncotwiously, asserted in saying that the “ marginal ” efficiency 
of this compound factor of production will find the same level 
in the specified industry and out of it, and will determine its 
remuneration. 

This so-called statement of the law of rent, then, assumes 
our differential laws of exchange value and distribution, with 
all their implications, as ruling everywhere except in land and 
rent. Rent is merely what is left when everything except rent 
is taken away. This can hardly be called a “ law,” but. such 
as it is, it is again common to all factors of production. Wages 
are all that is left when everything that is not wages is taken 
out. And this is actually the statement of Walker's “ law of 
wages.” And so with the rest. 

But this is not all. In the treatment of rent that we are 
examining the differential theory of distribution is avowed with 
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respect to every factor except land ; but it is implied with respect 
to land also. This can be rigidly proved mathematically, as is 
now beginning to be acknowledged ; and even the non«mathe- 
matical student can easily perceive that the forms of the figures 
representing the shares of ** land ” and “ labour-and-capitel ’’ 
respectively are determined not by any peculiarity of land, but 
by the fact that land is supposed to remain constant, while 
labour-and-capital vary. But three pounds sterling applied to 
one acre is the same thing as a third of an acre coming under one 
pound’s worth of culture, and five pounds per acre is a fifth of 
an acre per pound. Instead of taking an acre, therefore, and 
coasidcring the difference of yield, as two, three, four, five pounds 
are expended upon it, let us take one pound and consider the 
differences of yield, as one-fifth, one-fourth, one-third, one-half 
of an acre come under it, or in other words, as it spreads itself 
over these different areas. You will then find that you have a 
figunr in which the same identical data are presented and the same 
identical results obtained, but the return to land is represented 
as a rectangle cut off by a line parallel to OX, and the return to 
I abour-and- capital by a curvilinear “ surplus ” or residuum. So 
that the supposed law of rent again turns out. in so far as it is 
true of land, to be true of all the other factors of production. 
But the unhappy confusion between the geometric properties of 
an arbitrarily selected constant factor in a diagram and the 
economic properties of land has brought dire confusion into 
economic thought and economic terminology. The Augean 
stables must be cleansed. We must understand that when the 
differentia] distribution is effected there is no surplus or residuum 
at all ; and that any diagram of distribution that represents the 
shares of the different factors under different geometrical forms 
is sure to be misleading, and is likely to be particularly 
mischievous in its misdirection of social imagination and 
aspiration. 

And note, finally, that even in practical problems the 
supposed peculiar conditions introduced by the rigidly deter- 
mined quantity of land in existence are non-existent. Any 
individual can have as much land as he likes if he will pay the 
price, and he is conscious of no difference in principle whether 
he is bidding for a certain quality and site of land, or a certaia 
grade of labour or kind of ability, unless it be that in the Utter 
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case he is more conscious of the limits of supply that no offer of 
remuneration can stretch. 

In conclusion, I will revert to the point, incidentally raised 
in connection with rent, of the difficulties and confusions 
connected with terminology, 

I have throughout spoken oldifferenlial, rather than marginal 
significances ; for there is a fatal ambiguity in the use of the word 
“ marginal." And yet, after all, I have felt like the man who 
did flee from a lion and a bear met him ; or went into the 
house and leaned his hand on the wall, and a serpent bit him ” 
for by a singular perversity of fate or fashion a closely similar 
ambiguity besets the word “ differential " itself, and yet another 
and equally appropriate term " incremental.” All these words 
have been preoccupied ; and curiously enough it is speculations 
on the nature of tent or projects concerning land that have done 
the mischief m every ease. “ Increment," instead of suggesting 
a small homogeneous addition to any magnitude whatever, at. 
once suggests to the reader of economic literature the “ unearned 
increment of land,” so that the “ incremental value,” “ efficacy,” 
or significance ” of anything cannot conveniently carry its 
proper meaning of the value attached to a small increment or 
decrement of anything, varying with the expansion or contraction 
of the supply. This is the conception I have indicated by 
“ d>ff«wntial.” But here again we are forcstalle.!, 
differential payment,” for instance, would generally be under- 
stood by readers of economic literature to mean payment made 
for some articlcsin excess of that made for others, in consideration 
of their superiority. Thus, if I were to say that “ rent is a 
differential charge,” I should be supposed to mean that what 
you pay for a certain piece of land as rent represents the superio- 
rity of that piece of land to another that you can get for notliing. 

In this use of the word everything depends upon the different 
qmMg of the things compared. But what wc want is a wor<l 
which shall always carry the underlying assumption that wc arc 
considering the expansion and contraction of a homogoicoa^ 
supply, the differential " value of that supply being a function 
or its breadth or magnitude. 

Again, the same theory of rent which regards it as a differ- 
ential charge, in the sense of a charge due to an inherent difference 
of quality in the tilings charged for, assumes that there is some 
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land which bears no rent at all. This is the land on the “ margin 
of cultivation, Hence “mai^inal’’ has come to be used in 
economic literature to signify the lowest grade or quality of any 
commodity, or service, or the least favourable set of conditions, 
that just hold their footing in any industry. Thus the marginai 
land would mean the worst land under cultivation, the marginal 
workman the least efficient man in actual employment, the 
marginal conditions of an industry the least advantageous con- 
ditions under which it is actually conducted, and, I suppose, the 
marginal grade of potatoes or wheat the woret quality actually 
in the market ; or to the hungry individual the marginal mouthful 
of beef would be the one just not rejected and left on the plate 
because too largely composed of veins " to be eaten, even if no 
more of any kind were to be had. 

Now attempts have been made to erect a theory of distribu- 
tion upon the consideration of “ margins ” in this sense. The 
“ marginal ” man, working on the “ marginal ” land, under the 
“ marginal ” conditions, and with the “ marginal appliances, is 
taken as the ultimate basis of the pile, and wages, rent and 
interest are explained as “ differential in their nature ; that is 
to say, as due to the superiority in quality, position, or point of 
application, of such-and-such work, land, or apparatus, over the 
“ marginal specimens. 

I do not stay to examine this theory on its merits ; but it is 
necessary to insist on the almost incredible fact that there is 
constant confusion between it and what I have tried to expound 
as the “ differential ” theory of distribution, simply because they 
can both be described as '' marginal,** and the term ‘‘ differential,** 
though in quite divergent senses, may be introduced in the 
exposition of either. 

Once again, then, if I speak of the differential or margins) 
significance of my supply of bread and milk, and say that it 
depends, ceteris paribusy upon how many loaves of bread and how 
many pints of milk I take, I am supposing all the bread and milk 
to be of the same quality. And if 1 speak of the differential 
or marginal significance of labour in a particular industry. I 
am either speaking of a uniform grade of labour or of different 
grades reduced to some common measure and expressed in one 
and the same unit, and I mean the significance which such s urut 
has when it is one out of so many others like itself. Thus, m 
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my use of the word, there is no ear-marked marginal unit, which 
is such in virtue of its special quality. Any one of 100 units has 
exactly the same marginal value ; but as soon as one unit is 
withdrawn, all the remaining 99 have a higher marginal value ; 
and when one is added, all the 101 a lower. 

The only word I can think of free from misleading associa- 
tions would be “quotal”; for ^uolus means (amongst other 
things) “ one out of how many,” and so quolal significance might 
mean the significance which a unit has when associated with 
such-and-such a number of others komogenecui xoitk itself. 

Here I must close these almost random indications of some 
of the directions in which I think that convinced apostles of the 
differential economics should revise the methods of economic 
exposition. For myself I cannot but believe that if this were 
accomplished, all serious opposition to the doctrine would cease, 
that there would once again be a body of accepted economic 
doctrine, and that Jevons’a dream would be accomplished and 
economic science re-established “ on a sensible basis." 

It is impossible to exaggerate the importance of such a con- 
summation. Social reformers and legislators will never be 
economists, and they will always work on economic theory of 
one kind or another. They will quota and apply such dicta as 
they can aMimilata, and such acknowledged principles as seem 
to serve their turn. Let us suppose there were a recognised body 
of econoimc doctrine the truth and relevancy of which perpetually 
revealed itself to all who looked below the surface, which taught 
men what to expect and how to analyse their experience ; which 
insisted at every turn on the illuminating relation between our 
conduct m life and our conduct in business ; which drove the 
analysis of our daily administration of our individual resources 
deeper, and thereby dissipated the mist that hangs about our 
economic reUtions, and concentrated attention upon the uniting 
and all-penetrating principles of our study. Economics might 
even then be no more than a feeble barrier against passion, and 
might afford but a feeble light to guide honest enthusiasm, 
but it exert a ste^y and a cumulative pressure, making 
for the truth. While the experts worked on severer methods 
than ever, populansers would be found to drive homely illustra- 
“nelogies into the general consciousness ; and the 
wughly understood dicta bandied about in the name of Political 
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Economy would at any rate stand in some relation to truth 
and to experience, instead of being, as they too often are at pre- 
sent, a mere armoury of consecrated paradoxes that cannot be 
understood because they arc not true, that every one uses as 
weapons while no one grasps them as principles. 



FINAL UTILITY* 


The principles and methods embodied in Jevons’s doctrine 
of final utility,” together with the considerations suggested 
m the article on Politicai Economy and Psycholooy 
have received far-reaching developments in recent years. Hence 
a movement hw arisen, variously described as “ psychological ” 
or “ marginalist.” which aims at unifying and simplifying 
economic theory, and at the same time affiliating its laws more 
closely to the principles that regulate human conduct in general. 

Jevons has shown that the demand in a market in which 
there aw no reserved prices can be represented by a collective 
curve. The amount of the commodity in the market is measured 
on the abscissa, and the equilibrating price on the ordinate. 
The next step is to point out that in so far as the sellers have 
reserved prices they ought to be regarded as themselves entering 
the market, with potential demands, on the same footing as the 
purchasew. Their intention to retain such and such quantities 
of their stock at such and such prices (whether for their own use 
or because they speculate on the demands of future purchasers) 
constitute * facto demands, and should be entered on the 
collective demand curve ; which, together with the register of 
the amount of the commodity, will determine the price as before. 
It follow that the cross curves of demand and supply, so often 
employed by economists, are really no more than iL sections 

other, and read for convenience, in reverse directions. This 
separarion is irrelevant te the determination of the equilibrating 
price (as may easily be shown by experiment), though it enables 
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U8 to read of! tne volume of the exchanges that will be necessary 
in order to biing about the equilibrium, on any given supposition 
as to initial holdings. These cross curves, then, as usually 
presented, confuse the methods by which the equilibrating price 
is arrived at with the conditions that determine what it is, 
Passing on to the problems of production and distribution, 
we note that in an industrially advanced community production 
rests upon the co-operation of a number of heterogeneous factors, 
the supply of which may be controlled by a number of 
independent individuals or combinations ; and since it is obvious 
that the value of a means of production must be derivative from 
the value of the product, we have, theoretically, to determine 
the principle on which the value of the product when realised 
will be distributed amongst the various factors which co-operated 
in its production. Practically the factors will generally be 
brought together by a series of speculative transactions based 
on estimates made in advance. But in any case the value of 
the several factors must be determined by consideration of their 
productive effectiveness at the margin, and their equivalence 
to each other in fractional substitutions. For although the 
nature of the productive service rendered by such factors as 
land, labour, and tools, for instance, is different in each case, 
and no main factor could be replaced in its entirety by any other, 
yet every manager is constantly engaged in considering alter- 
natives and equivalences between fractional additions or sub- 
tractions of them at the margin. It is so that he determines 
the proportions in which to distribute his resources over the 
improving or extending of a site, the modilicatiou of existing 
buildings, the replacing of machinery, the strengthening or 
reduction of this or that grade of labour, superintendence to 
reduce tlie waste of raw material, or the seeking of new openings, 
or maintenance of old ones, by advertisement. And all the time 
he has to convince his employers that bis own skill in judging 
of these matters is as effectively productive as any increments 
in the more immediate factors of production that they could 
command for the salary that they pay him. The purchasers, 
then, in the great markets of the proactive factors consider them 
under the uniform aspect of their relative productive efficiency 
at the margin, just as the purchaser in the retail market considers 
his heterogeneous purchases under the unifonn aspect of their 
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relative efficiency at the margin, in gratifying his desires or 
expressing his impulses. In a word, there are not many laws 
of distribution but one, and that law is the law of the market.* 

Thus it will be seen that the end dominates the means 
throughout. The direction and administration of all resources 
is ultimately determined by estimates of the value of some 
experience, or by the imperativeness of some expression of the 
human consciousness. If at any point the expecUtions based 
on these estimates should fail or wither, the breadth of the 
stream that has already flowed at their bidding is powerless to 
sustain their living significance. Anticipated value determines 
the cost and sacrifice that will be incurred in production, but 
the cost and sacrifice, when once incurred, cannot control the 
value of the product. 

If we now return to our starting-point in Jevons's “ final 
utility ” and its control of the distribution of a man’s pecuniary 
resources, we note that the term ‘‘ final ” has been generally 
abandoned. It seems to imply a succession of experiences, 
following each other in time, as when a man's hunger is gradually 
appeased and each morsel meets a decreasingly urgent need. 
It is therefore inapplicable, for instance, to the problems we 
have discussed under the bead of ** distribution,” where the 
units of the same factor may be indistinguishable in quality 
and may all be running abreast of each other in the output of 
a continuous stream of efficiency, but where nevertheless the 
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withdrawal from co-opcration of one unit out of five would 
be a less serious matter than the withdrawal of one out of 
four, because it would create a less serious disturbance of 
the proportions between the factors and would require less 
serious readjustments or additions to compensate it. The term 
“marginal” has been very generally adopted, but it has the 
disadvantage of still suggesting (especially in connection with 
land) some intrinsic differentiating characteristic which earmarks 
and individualises a unit as ” marginal ” in virtue of its own 
nature. The term “fractional” may often be conveniently 
used. 

Again, the word “ utility ” so conspicuously fails to include 
all the objects of wise or foolish, good or bad desire, to which 
the economic machinery ministers, that if it still sometimes 
retains its place (subject to careful explanation that it does not 
really ynean utility) it is only for want of general agreement as 
to a substitute. The anomaly becomes more glaring and extends 
to the term “ consumption,” when we realise that the laws of 
political economy are but the application to a special set of 
problems of the universal laws of the distribution and adminis' 
tration of resources in general (whether of money, time, influence, 
powers of thought, or aught else] amongst all the objects that we 
deliberately pursue or to which we are spontaneously impelled, 
whether material or spiritual, private or social, wise or foolish. 
It is intolerable that “consumption ” (with its subtle suggestion 
of a regrettable necessity that puts a drag upon the progress of 
“ production ”) should continue to stand for the whole stream 
of “ actual isings,” in conscious experience, of the potentialities 
to the development of which human effort is devoted. It is 
the nature of these actualisings, contemplated or realised, that 
is the supremely significant thing in the life of a man or a com- 
munity ; for it is from them that all which leads up to them 
derives its worth or its worthlessness. 

The psychological and philosophical bases and the historical 
evolution of the movement now characterised are exhaustively 
treated, with full bibliographical details, by Roche-Agussol in 
La Psycholagie economiqtte chez Us Anglo-AmSricainSt Mont- 
pellier and Paris, 1918, and the supplementary Elti^ hihlio- 
gTaj>hi(fue its sources it \a eco}\wnxquey etc., 1919. 



REVIEWS AND BIOGRAPHICAL NOTES 
1. STANLEY JEVONS‘ 


Jevons, William Stanley (1835-1882), one of the greatest 
English economists of the nineteenth century, was bom at 
Liverpool, His father, Thomas Jevons, was in the iron trade, 
and interested in all the new engineering schemes of his time. 
His mother, Mary Ann Jevons, was the eldest daughter of William 
Roscoe, the author of the Life of Loremo ie Medici, a man of 
much learning and refinement. Her mind had been cultivated 
by constant companionship with her father and by the intellectual 
society which she enjoyed under his roof. She was a person 
of considerable poetical talent and strong religious feeling. 
W. 8. Jevons, the ninth child of these parents,— with other 
relations of much education and ability,— was thus early brought 
under influences which assisted to develop his mind and character 
His mother encouraged her children in their love of drawing and 
music. She “ carefully fostered,” W. S. Jevons wrote, “ a liking 
for botany, giving me a small microscope and many books, which 
I have yet. Strange as it-msy seem, I now believe that botany 
and the natural system, by eierciaing discrimination of kinds, 
IS the ^st of logical exercises. What 1 may do in logic is perhaps 
derived from that early attention to botany.” 

Early in 1846 Jevons was sent to the Mechanics’ Institute 
High School, Liverpool, of which Dr. W. B. Hodgson, afterwards 
professor of political economy in Edinburgh, was then head- 
raiwter. In I860 he entered University College School. London. 

‘I*® University of London, with 
honours both m chemistry and botany. Meanwhile the means 
of earning a livebhood had to be sought, and Professors William- 
son and Graham, who had observed his great ability and power 
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of work in the college laboratory, recommended liis appointment 
as assayer to the new mint at Sydney. Further study in other 
directions had now to be check^. He studied assaying at the 
Paris mint, and in 1854, when not yet nineteen, sailed for Sydney. 
Ho remained five years in Australia, filling his post at the mint 
with skill and success. The study of meteorology attracted him 
strongly, and he devoted himself to it with his wonted thorough- 
ness. His interest in later life in recording the periodicity of 
the “ sun-spot*’ disturbances and the connection Wween these 
and changes in the seasons, the price of corn, and commercial 
crises, was doubtless quickened by these investigations. During 
this period, political economy also appears to have attracted 
liis attention. 

His position at Sydney was an honourable one. The income 
w*a8 considerable, the more creditable to him because attained 
at so early an age, and the more important because be was now 
entirely dependent on his own exertions. But an ardent desire 
for further opportunities of mental improvement overcame all 
other considerations. " Another year's regular hard study/* he 
wrote to his sister Lucy (Mrs. John Hutton) in 1858, “ especially 
at my increased age, will bo invaluable, and its loss would be 
regretted to the end of my life.” He returned to England in 
1859, re-entered Univenity College, took the B.A. degree 1860, 
the Hicardo scholarship the same year, the M.A. with a gold 
medal 1863. He was, 18GG, appointed professor of logic and 
mental and moral philosophy and Cobden lecturer on political 
economy in the Owens College, hlanchestor, posts which he held 
till 1875, when the strain of increasing work, coupled with some- 
what failing health, compelled him unwillingly to resign, In 
the same yeur, 1875, he was elected professor of political economy 
in Universitj* College, London, a post which he retained till 1880. 

Jevons wi8 elected Fellow of the Royal Society in 1872. He married, 
in 1867, Harriet Ann, third daughter of Mr. J. B. Taylor of Mancbeeter, 
founder and proprietor of the MancAtsltr (htardtan paper. Hu marriage 
W88 an eminently happy one. Hie love for music was a constant eolaoa 
He had constructed himself a very well-toned organ for hie house, and 
was an unusually accomplished musician. 

Though reserved in character, he was a very pleasant companion 
and extremely instructive in conversation. One who had the advantogc 
of knowing him, and frequently experienced the help which his powertu 
mind brought to the solution of any economic problem, remarked of hw 
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conversation! It was more like talking with an early Greek ]ilhJ<i»oj>her. 
if one can realise what that would have been, tlian with one of our con* 
temporaries." 

Perhaps the most remarkable feature in bis life was his early aikI 
unswerving conviction that he w*as destined to do some great work, his 
entire devotion of himself to preparation for it, and afterwards his un- 
hesitating renunciation of anything, however tempting, tlmt seemed to 
stand in the way of it. Thus in 1851, w*hen he was sixteen, he writes, 
" 1 began to think that 1 could sod ought to do more than others,"” in 
1857 w'hen twenty *tw’0, that be has “ one w*Uh, or one intfution. viz. to 
be a powerful good in the world," — in 1863, when twenty- seven, nml 
saddened by want of immediate sueescs on his return from Sydney, he 
still sees a hope in his " capacity of seeing the sameness and difference 
of things, which if history and . . . experienced men are to be believed, 
is a rare and valuable kind of power." His subsequent career wan the 
carrying out of these convictions. He could let nothing draw him aside 
from the endeavour to carry out his acieniidc career to the utmost limit 
of bis capsbiUtiee. 

While it id primArily as an economist that Jevona claims 
attention in the Dictionary of Pd ideal Economy, his researches 
AS a logician and a student of scientific mcthoil cannot be ignored. 
Indeed it will be convenient to begin with an examination of 
the PrincipUi of Science, in which Jevons sums up and applies 
the results of his long and severe researches in logic. He bases 
his system upon the generally received axioms that " whatever 
is is/' that a thing cannot both be and not be," and that " a 
thing must cither be or not be." But to these he adds the 
principle of the Substitution of Similars," that is to say, the 
axiom that whatever is true of A is true of everything that cannot 
be distinguished from A in the relation contemplated. Thus 
if B is identical with A then B may be substituted for A in any 
assertion that has been shown to be true of A. The next and 
<Tucial step is to bring every propositioji into the form of the 
assertion of an identity. Thus the proposition " men arc mortal " 
becomes in Jevons’s system "man" is the same as "mortal man." 
Therefore if anything can be said of " man ” the same can be 
said of " mortal man," and if " man " can be predicated of any 
subject, " mortal man " can be predicated of the same subject. 
Now whatever may be thought of the psychological principle that 
a proposition is the assertion of an identity, it is unquestionable 
that it logically involves such an identity. Jevons can therefore 
throw his propositions into a form which at once admits of tfic 
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application of the principle of the “ substitution of similars/* 
Let us Uke the two propositions ( 1 ) “ C«sar ” is the same as 
“ the man C»sar ” ; (2) “ man ” is the same as mortal man/’ 
Now (2) enables us to substitute "mortal man” for ‘*man” 
in (1), and we have " C®sar ” is the same as " the mortal man 
C^sar ” ; or symbolically putting A for C©sar, B for man, and 
C for mortal, we have (1) A is the same as AB, (2) B is the same 
as BC, whence by substitution -4 is the same as ABC. It is 
now possible to elaborate a system in which every proposition 
shall be convertible, and to found upon it a symbolical manipula- 
tion of terms, with its appropriate algebra, that constitutes an 
indefinite advance upon the " Barbara, Celarent, etc.,” of Petrus 
Hispanus. Having reduced deductive reasoning to a mechanical 
process, Jcvons found no insuperable difficulty in constructing 
a syllogising machine ; but he regarded this triumph as possess- 
ing little practical though considerable theoretical significance. 
From bis reconstruction of deductive reasoning Jevons goes on 
to contend that induction is an inverse process entirely dependent 
upon the laws of deduction for its validity. The next step is 
to show that mathematics is but a special application of logic 
and that the mathematical equation is subject to precisely the 
same laws as the logical identity, the apparent difference being 
due to the universal presence in the equation of certain limiting 
conditions which are not assumed unless expressly stated in the 
logical identity. The doctrine of chances is now developed in 
Immediate dependence upon the Jaw of " substitution of 
similars " ; for the root principle of the doctrine of chances is 
that inasmuch as belief ought to depend upon the distribution 
of our knowledge and ignorance, therefore we should believe 
the same about one event as we believe about another, our 
knowledge or ignorance of which is the same. The doctrine of 
chances in its turn is made the basis of the whole system of 
scientific investigation and induction, in the development of 
which Jevons^s gezuus finds a thoroughly congenial field, and in 
which the scope of his scientific reading becomes manifest. 

We will pass from this treatise on method to a collection 
of writings on currency and finance, which forms an almost ideal 
application of the " principles of science ” to a group of problems 
of equal complexity and importance. The volume contains 
papers written at every period of Jevons’s literary life, and, as 
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Professor Fozwcll remarks in hb preface, it is not till tlicy arc 
read together that the impressive unity of conception, firmness 
of grasp, and tenacity of scientific purpose which they reveal 
can be adequately felt. With equal patience and sagacity jevons 
separates out the sscular from the periodic variations in the 
phenomena of price, discount, pressure on reserves, frequency 
of bankruptcies, and so forth. His elaborate logarithmic and 
other tabulations are models of sound method and laborious 
research illuminated by theory, not likely soon to be superseded. 
His brilliant attempt to bring the periodicity of commercial 
fluctuations into connection with that great physical period which 
is indicated, for instance, by the changes in the aspect of the sun- 
spots and the electrical condition of the earth, if not conclusively 
successful, is suggestive of the highest range of physico-economic 
law which we arc ever likely to attain. From his examination 
of the actual phenomena of the currency, Jevons proceeds to 
the discussion of questions of monetary policy, both domestic 
and international He deals with such questions as the possi- 
bility of an international coinage, the principles of note -issue, 
the best means of maintaining the standard weight of coins, 
and of securing (by the institution of a compound unit of value) 
an Assured stability in the standard of deferred payments. On 
the now burning question of bimetallism, Jevons’s position, 
though perfectly unequivocal, is almost certain to be misunder- 
stood by those who know it only at second hand. He fully 
recognises the serious nature of the evils deplored by bimetallists, 
and the theoretical possibility of maintaining a fixed ratio 
between gold and silver by international agreement ; but the 
precarious nature of such an agreement, and the danger of 
sudden disturbance to existing obligations, appeared to him to 
be fatal objections. Thus bimetaUists and monometallists alike 
appeal, with perfect sincerity and justice, to the authority of 
Jevons at one point or another of the argument, and it may be 
confidently asserted that when the controversy is waged within 
the lines laid down by Jevons, the era of scientific discussion will 
have definitely begun, and a decision on scientific grounds will 
not be far distant. 

In addition to his studies in finance, Jevons treated a great 
variety of questions relating to state control and management. 
On the broad principle of state socialism and individualism Jevons 
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was without prejudices. His determining principle was purely 
Benthamite. “ Will a measure increase the sum of happiness ? ” 
was the only question which he would admit as ultimately 
relevant- But the evidence upon which we must rely for an 
answer is often ambiguous, always in large part indirect, and 
generally conjectural. Hence the necessity of extreme caution 
in arriving at conclusions, together with a considerable degree 
of boldness in hazarding experiments. Our only guides are 
experience and analogy ; and wherever experience seems to 
contradict analogy, as will often be the case, our rule must be 
to analyse more carefully and so correct the analogy, instead of 
ignoring or denying the experience. Following tliese principles, 
Jevons collected a vast mass of information on social questions, 
and analysed it so scrupulously that his work is almost equally 
valuable when experience has confirmed and when it has contra* 
dieted his anticipations- In examining questions of state action, 
Jevons very carefully distinguishes between state control of 
private enterprise and state fnanagemenl of enterprise. With 
reference to the former, we can only say that there is a presump- 
tion against interference, in so far as unimpeded freedom must 
be held to be a source of happiness, and therefore any restriction 
of freedom an evil. But this presumption must yield in in- 
numerable instances to tbe demonstrated fact that greater 
happiness has resulted from control. A conspicuous instance 
is furnished by the Factory Aci«, and Jevons would gradually 
extend thoir principle so as to prohibit altogether the employ- 
ment of child-bearing women in factories. The conditions under 
which state management, as distinct from state control, is likely 
to be advantageous, were submitted by Jevons to a rigorous 
analysis, which ought to be the starting-point of all discussions 
of the subject. The conditions he held to be favourable to state 
management are as follows: (1) where numberless wide-spread 
operations can only be eEBciently connected, united, and co- 
ordinated in a single all-extensive government system ; (2) where 
the operations possess an invariable routined Uce character ; 
(3) where they are performed under the public eye or for the 
service of individuals who will immediately detect and expose 
any failure or laxity : (4) where there is but little capital expendi- 
ture, 30 that each year's revenue and expense account shall 
represent with sufficient accuracy the real commercial conditions 
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of the department. An exhaustive examination of the facts 
with reference to these criteria, led Jevons to pronounce in 
favour of the state management of telegraphs and telephones, 
and the establishment of a parcel post, none of them occom* 
plished facts when be wrote ; but against the state management 
of railways, which however should be strictly controlled in the 
interests of the community. It may be mentioned that Jevons 
had a strong dislike and suspicion of trade unions, based on 
grounds of economic theory. But he looked for their gradual 
transformation into co-operative societies, and would leave them 
absolutely free. On similar grounds he placed small hope in 
methods of arbitration and conciliation, trusting rather to the 
free play of competition. It should be noticed in connection 
with labour questions that Jevons never lost sight of the vita) 
distinction, so generally overlooked, between the horizontal 
cleavage of the industrial comm unity into various grades of skilled 
and unskilled labour, managers, capitalists, landowners, and so 
forth, and the vertical cleavage into the agricultural interest, 
the coal interest, the iron interest, etc. Through neglect of this 
distinction a class movement and a trade movement may easily 
be confounded. Jevons had a profound faith in the future of 
industrial partnerships — a faith that survived rude shocks, for 
he frankly owned that English experience was against him, and 
that French experience Is always unsafe ground for reasoning 
by analogy to England. 

The mass of work already reviewed is great ; but we have 
still to notice the treatise by which Jevons's place in the history 
of economic theory will ultimately he determined. In his Theory 
of Political Economy he attempts notbii^ less than the recon- 
struction oi the science of economics as the calculus of human 
satisfactions. Production derives its whole significance from 
consumption ; that is to say, from the satisfactions to which it 
ministers ; and the significance of any special unit of product 
is due to the increment of satisfaction which it is capable of 
producing. Hence the scale of equivalence of any two com- 
modities is determined by the scale of equivalence of the 
increments of satisfaction which they are capable of producing. 
Exchange value then is determined by incremental efficiency as 
a producer of satisfaction. But this incremental significance 
is not absolutely fixed. It depends on the amount of the com- 
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modjty already possessed or enjoyed by the individual or the 
community whose satisfaction we are considering. Thus we 
obUin the formula that if Fix) represents the whole significance, 
or value in use. of a commodity to its possessor, then F'{x) will 
represent the significance of an increment of it to him, or in other 
words, will be tho gauge of its exchange value (see Degree op 
Utility and Final Decree op Utility). Should the incre- 
mental efficiency, and so the exchange value of the product of 
a given combination of productive efforts, be greater when such 
efforts are turned into one channel than when they are turned 
into another, this fact will determine the course they will actually 
take. The more significant product will therefore be increased 
in quantity, and the less significant decreased. Hence the 
incremental significance of the former will decline, and that of 
the latter will rise, until there is equilibrium. There will now 
be equivalence between the relative expenditures of productive 
effort and the relative values of the product; though it will 
not be the cost of production that has determined the value of 
the products, but the (anticipated) value of the products that 
has determined the direction of productive effort. These 
principles, together with the “ law of indifference ” — in reality 
a new application of the “ substitution of similars ’’—enable 
Jevons to throw the theory of exchange into the form of systems 
of equations. From this we must inevitably proceed to the 
theory of distribution. Value had long been recognised as the 
cause and not the effect of rent. Jevons declared it to be the 


cause and not the effect of wages also. Hence the theory of 
(listribution must be built up afresh, taking as the starting- 
point the significance of the product to the consumer. Jevons 
has left much for his followers to do in working out this theory. 
The form of his equations is open to just criticism. He seems 
hardly to have realised the full consequences of his method. 
But none the less his Theory of Polxiical Economy has succeeded 
in its aim. When all its implications have been worked out the 
science will be reconstituted. On the questions of priority and 
originality, cp. arts, on Cournot ; Gossen ; and the works of 


^^'al^as and Menger. 

In addition to the above. Jevons wrote a considerable number 


of technical and miscellaneous essays on scientific and social 
subjects, an industrial treatise. The Coal Queslion^ dealing with 
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the possible exhaustion of our coal mines, wliich had a powerful 
in£uence in initiating the serious attempt to pay ofi the national 
debt, and a number of more or less elementary and popular 
books on logic, monetary science, problems of state management 
and control, and political economy. 

In reviewing the whole work of this bold and patient thinker, 
it is impossible not to regard his death,— in the plenitude of his 
powers, and in the midst of works which premised to equal 
anything he had yet done in significance, — as one of the heaviest 
losses that science has suffered in our generation. 

A full bibliography of Jevons's works appears In ApperuJix B to bis 
Letltn and Journal, 1886, edtUd by his wife, which contains » classified 
list of bis principsl works, with the dsl«s of their first isB\ie or collection. 
Primer o/ W^.—Ekmeniary U4$ont in Logic, 1870-— Pure Logic 
and other Minor Worke (collected), 1890.— Prisci^s of Science, 2 voIh., 
1874.— m Deductive Logic, 1880.— TAe Coal Queelion, 3rd ed. 1906. 
—The Stale in Eelation to Labour, \BS2.—Mtthod4 of Social Reform (col* 
lected), 1883. — Money, 1875. — Inreetigalione tn Currency and Einanu 
(collected), 1884,— Pnmer of Polilical Economy, Theory of Polilkal 

Economy, 1871.— Principles of Eeonomice, a fragment, 1905, “Fall in 

Gold," 1863, in /nifsftpofions.— Art. on “ Cantillon ConUmp. Review, 
Jan. 1881.— Art. on " Bimetattism," ConUmp. Review, May 1881. 


2. JBVONS’S ECONOMIC WORK * 

The long-awaited publication of Jevons's posthumous and frag- 
mentary treatise on the principles of EJconomics* naturally suggests 
considerations on the general character and effect of his economic 
work. His application of Mathematics to Economics was no 
accident, but stood in close relation to the general cast of his 
mind and scheme of bis constructive thought. It was the same 
impulse that impelled him to contrive his logic machine, to 
attempt to ground the principles of science on the doctrine of 
chances, to look for the source of commercial crises in the sup- 
posed cycle of meteorological phenomena of which the spots 
on the sun were an indication, and to apply the principles of 
the differential calculus to the theory of value. In all these 
instances Jevons laid himself open to a superficial charge of 
materialism (in Comte's sense of attempting to treat the higher 

> IRepruitod from The Eeonomie Journal, Vol. XV., No. 69, Umlon. 1903 
pp. 432.430.1 

* The Prineipleo of Beonomke. By W. S- Jevon*. Edited with 4 prcf 4 ce 
by Heoiy Higgs. (London : hUcmlUftn and Co. 1905. Pp. xxxyiii. 273.) 
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sciences by the methods of the lower), and in none of them 
was the charge justified. What Jevons did was not to degrade 
the higher sciences to mere applications of the lower, but to erect 
a hierarchy of science, not in name, but in fact, by actually 
building the higher on the assured basis of the lower, and 
ascertaining what elements in it could be, so to speak, precipitated 
and rendered amenable to the exacter treatment which they 
evaded when held in rhetorical or metaphysical solution. For 
example, Aristotle’s rules for the syllogism are just as mechanical 
as Jevons s machine, and the medieval barhara celarent are as 
much a logical abacus as Jevons 's keyboard and pulleys are. 
But Jevons fully and clearly recognised the mechanical nature 
of the process, and consequently perfected its mechanism. By 
an odd linguistic error he called his logic mad line a *' logical 
machine, as though the machine itself were logical and could 
reason ; but, as a matter of fact, he showed with the most 
perfect cogency that whereas the formulation of the premisses 
is the all-important process, and is in no sense mechanical, yet 
when once they arc formulated they can be manipulated mechani- 
cally, and all their implications rendered explicit without chance 
of error or omission, if the mechanism is rendered perfect. If 
it is not, the process will be no less mechanical but will be more 
liable to error. It will be worked by bad mechanics, but still 
by mechanics. 

In precisely the same way, when Jevons recognised the 
quantitative nature of certain fundamental conceptions of 
Economics, and specifically that exchange value is, in the limit, 
the first differential co-efficient of value in use. he was rescuing 
from rhetorical and metaphysical treatment that portion of the 
subject which is de /ado mathematical, and which must be 
treated either by explicit and accurate, or by loose and disguised 
mathematical methods. He was not, according to the vulgar 
reproach, attempting to treat the infinite complexity of human 
wants and impulses as if they could be dealt with by the i prion 
and deductive methods of pure mathematics. On the contrary, 
no man was more profoundly convinced of the necessity of wide 
and patient inductive researches in economic science, and no 
man brought subtler psychological analysis to bear upon its 
problems than did he ; only he recognised that, when a certain 
class of abstract economic propositions are once made, being 
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essentially mathematical in their character, they rigidly’ iitvolvo 
or exclude certain other propositions ; and if their mathematical 
character is recognised, then we can make sure that we have 
lost nothing and inserted nothing on the road when we pass 
from the premisses to the conclusions. Here, as in the mechanism 
of Logic, you eliminate a source of error by the introduction of 
mathematical methods, but you can get nothing out at the end 
that you did not implicitly insert at the beginning, and what you 
insert can seldom be got by mathematics. It may indeed be 
true (and probably is) that Jevons hoped by the aid of statistics 
to obtain a larger number of exact formulae than are ever likcls’ 
to be actually secured, and that he, therefore, over-estimated 
the extent to which mathematics can penetrate the body of 
Economic Science. But if so, this was a mistaken estimate, 
not a mistake of principle. He was right in declaring that 
certain fundamental relations and conceptions in the theory of 
political economy are essentially mathematical, and that the 
only question is whether they arc to be treated by sound or by 
unsound mathematics. 

Now Jevons himself was convinced that the recognition 
of this fact involved a revolution. In June. 1860, he wrote to 
his brother: “I have fortunately struck out what I have no 
doubt is thefrac Theory of Economy, so thorough -go mg and con- 
sistent, that I cannot now read other books on the subject without 
indignation,*’ He became more and more convinced a.s years 
went on that his discovery was destined to reconstruct the study 
"on a sensible basis,” and that, after the work of Ricardo 
and Mill, economists were called upon “ to pick up the fragments 
of a shattered science and to start anew.’* 

To readers of the Economic Journal it is unnecessary to 
explain in detail what Jevons’s “ discovery ’* was. It was, of 
course, what he himself described as the principle of “final 
utility,” and what may now be more broadly stated as the 
principle of variations in marginal significance. He was con- 
vinced, as we have seen, that this would revolutionise at any 
Jatc the abstract portion of economic theory ; and now, a full 
generation after the publication in 1871 of the Theory of Politicnl 
Ec^omy. we have to ask whether the revolution has Uken, or is 
taking place. It is clear to the careful reader of Jevons that the 
universal application of the theory of margins was rather felt 
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by him aa a presentiment than carried out and realised in its 
details. But the generation of economists that has followed 
him, especially in Austria and in America, whether directly in^ 
spired by his own work, or following out the parallel lines of 
other investigators, has done much towards carrying out his 
principles to their legitimate results. Under their analysis the 
conception of cost of production is being reduced from a position 
co-ordinate with that of marginal utilities to a secondary mani- 
festation of that principle itself ; and the whole group of laws 
of distribution has been, or is being, reduced to a variety of 
applications of the one principle of shifting marginal efBcacics. 
But, on the other hand, parallel to this stream of thought there 
has flowed and flows another, of which we are far more effectively 
conscious in England. The school of economists of which 
Professor Marshall is the illustrious head may be regatded from 
the point of view of the thorough-going Jevonian as a school of 
apologists. It accepts, indeed, and applauds the Jevonian 
principles, but declares that, so far from being revolutionary, 
they merely supplement, clarify, and elucidate the theories they 
profess to destroy. To scholars of this school the admission into 
the science of the renovated study of consumption leaves the 
study of production comparatively unaffected. As a determining 
factor of normal prices, cost of production is co-ordinate with 
the schedule of demands registered on the demand curve/’ 
And, however modified, the old distinctive categories of rent, 
interest, and earnings, still hold their place in the forefront of 
the study of distribution. 

Such being the position of economic thought, one naturally 
turns to Jevons's posthumous work to learn, in the first place, 
whether the author had made any essential advance in his own 
apprehension of the significance of his principles, and in the 
second place whether he makes any essentially fresh contribution 
to the controversy itself, at the stage to which three and twenty 
years of arguments and investigations have now brought it. 
Broadly speaking, I think that both of these questions must be 
answered in the negative. But on the other hand, there is 
hardly a paragraph in the whole of this fragment which can be 
thought of as superseded, refuted, or rendered superfluous 
by the regrettable delay which has so long withheld it from 
the public. 
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Let us at least be thankful that wc possess it at last. Wc 
cannot afford to lose even a fragment of the work of Jevens, and 
though hia special mathematical method is not here pursued, 
yet the characteristics of his mind are everywhere manifest. 
His keenness of observation, his boldness and freedom from 
prejudice, his interest in out-of-the-way economic facts (such as 
the oscillation of cinders between small positive and small 
negative values, and his ingenious and humorous parallel between 
these same cinders in Manchester and wives in the Babylonian 
market), his wide and curious reading, and, lastly, his belief that 
all evil economic influences were incarnate in John Stuart Mill, 
all combine to make the man live again in these pages ; and the 
very fact that the work is fragmentary, if it robs it of the weight 
of a finished and systematic utterance, gives it something the 
charm of conversation. 

The volume also contains reprints of the remarkable essay 
on Richard Cantillon, of an essay on the future of Political 
Economy, and of a highly interesting and stimulating pamphlet 
on Lowe’s proposed and abandoned match tax, from which last 
may be culled the following characteristic psychological observa- 
tion : “ Many of the stamp duties, though really exceedingly 
troublesome, are patiently borne, because they become associated 
with agreeable incidents, such as the receipt of money, the 
completion of important buBiness, the conferring of authority, 
etc.” 

It can hardly be said that the explanations or apologies 
in the preface succeed in justifying the long delay in the issue 
of this volume ; but it would be ungracious not to add that 
everything which affectionate reverence can do to present this 
final volume in a satisfactory form has been done by the patience, 
industry and acumen of the editor. We are thankful to have on 
our shelves at last the ” complete works ” of one of the most 
powerful, bold, and original thinkers that have devoted them- 
selves to economic science. 
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3. PAEETO^S MANUALS DI ECONOMIA POLITICA ^ 

Manuale di Bcofiomia PolUicd^ co« una Inlroditzionc aUa Scienza 
Sociale. Pareto. Pp. xli. + 579. (Milan : 1906.) 

“ Faith is the only powerful stimulant to human action, and 
therefore it is far from desirable, in the interests of society, 
that the majority of mankind, or even any large numbers, should 
handle social matters scientifically, Hence there is a conflict 
between the conditions of action and the conditions of know* 
ledge, which furnishes a fresh proof of the lack of wisdom of 
the apostles of the universal and indiscriminate extension of 
knowledge.'" These frank and characteristic words appear on 
p, 119 of Professor Pareto’s " Manuale,” and they are illus- 
trated in a note, from which w*e gather that it is probably desir- 
able for the majority of Englishmen, for instance, to think 
England superior to Germany, and for the majority of Germans 
to think Germany superior to England ; whereas the co-exist- 
ence of these two opinions (together with its benefleent results) 
is absolutely impossible in the light of science. If this were 
so, Professor Pareto need not be deprived of his rest by any 
dread lest his own manual should produce a practical disaster 
by too widely extending the area of economic and sociologic 
knowledge ; for it is difficult to believe that even on the Con- 
tinent there is any large number of students who will be able 
to master its extraordinarily condensed and abstract exposition 
of economic science. In any case, however, we cannot help 
thinking that the author himself stands identifled with a deep 
and far-reaching principle that disarms the contrast he alleges 
between the conditions of enlightenment and those of efficiency ; 
for Pareto, more, I suppose, than any other economist, has 
taught us to realise and keep in view the fact that the mar- 
ginal aigniflcance of any object of desire is, as a general rule, 
a function not only of the quantity we possess of that object 
itself, but also of the quantity we possess of many, perhaps 
of all, other objects of desire. He has shown us, and in the 
present work he insists more than ever, that if we separate out 
any phenomenon A for examination, and pursue our specuJa- 

* [R«print«d from Tk4 EfCMotic Journci, Vol. XVI., No. W. London, 
1006, pp. 653-557.] 
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tiotiA to ft point at all remote from any given concrete posi- 
tion, we must at once check our results by examining the corre- 
sponding changes in B, C, D, etc., which will probably accom- 
pany it ; or, in his own terminology, we must never carry our 
analysis far without checking it by synthesis.^ Now in the 
present case it is surely grotesque to speculate on a condition 
of society in which the majority of mankind should be able 
to meet the exceptionally high demands which Pareto makes 
on those who pretend to scientific knowledge of economics, ami 
should at the same time remain in essentially the same posi- 
tion which they now occupy with reference to stimuli to action. 
An educational and intellectual revolution such as no one 
(unless, Indeed, it be Auguste Comte) has ever contemplated 
could not conceivably take place without being accompanied 
by other changes in the social organism which would induce 
a situation so unlike the present in all respects, that we have 
hardly a gauge by which to measure the relations and reactions 
which would then exist. But it seems safe to anticipate that 
action would no longer be dependent on gross national illu- 
sions. The attempt to spread economic knowledge may be 
vain, but it is hardly dangerous. 

The present reviewer cannot venture on more than a pro- 
visional criticism of the “ Manual ” as a whole, for he is only 
too well aware that the novel and concentrated treatment of 
economic problems which .it offers presents many points which 
he has not yet fully grasped or assimilated, and he looks for- 
ward to a long period of continued and intensified study, and 
probably to the exposition and comments of other students, 
before attempting to estimate its full significance ; for it is a 
work which is likely to modify and stimulate economic thought 
to an extent quite disproportionate to the number of its readers. 
It will probably be understood by few, but every one who under- 
stands it will be influenced by it. The provisional judgment, 
however, which the perusal of the book suggests is already in- 
dicated in what we have said above. It is its strength that it 

‘By the (iiract •pplication oi tbie priiici|do Prof. PereUi expoeed fio 
hie Court and in bie Anwndun^en dtr iraar)iui^i> auf Saliinoiokonomit) the 
raJlaeiou^ of eome of Ibe reteoniog in my own “ Co.ordin4tion of the 
1 And it waa by an implkit api^icetion of the eerae 

principle that Prof. Edgeworth performed tbe eeme taek elMwhere. 1 ehodd 
like to toke this opportunity of acknowledging the juetico of both their 
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carries Pareto’s own principle a notable step further, and it 
is its weakness that it does not carry it far enough. The mar- 
ginal significance of ^ is not a function of A alone, but a func- 
tion of Aj B, 0, etc., and when this principle is driven through 
to its legitimate conclusion, we shall understand the impossi- 
bility of drawing a line between economic and non-economic 
phenomena ; for it is impossible to carry an economic hypo- 
thesis far from existing facts without becoming aware that the 
reactions between economic and social conditions cannot be set 
aside as merely secondary ; and it is impossible to raise the 
treatment of economic alternatives to any degree of abstrac- 
tion (as by the diagrammatic or mathematical method}, with- 
out perceiving that we are in reality dealing with a psychology 
of choice f the application of which extends far beyond economic 
problems. Both directly and indirectly, Pareto’s book brings 
us a long way towards this conclusion. It opens with a general 
Introduction to Social Science ; it goes on to a treatment of 
economic problems more abstract and genera], probably, than 
has ever hitherto been presented, wherein wc bear nothing of 
consumption or distribution, and very little of production, but 
in their place are led to examine the “ balance of desires,” the 
” obstacles ” to their gratification, and the resultant equilibria. 
We find ourselves not exchanging and bargaining, but ascend- 
ing the hill of pleasure ” by a ” path ” and to a point ” pre- 
scribed by the ** obstacles.” The whole scheme is sketched out 
in what may be regarded as the central chapter of the book, 
and it is further elaborated in three following chapters, in which 
more concrete illustrations and considerations are introduced. 
Then follows a chapter on ** Population,” dealing not only with 
the problems one would expect to find under that beading, but 
with the laws of movement and balance between the various 
strata of society, the range and distribution of incomes, and 
so forth. And finally, after some remarks on real and personal 
property, we reach the concluding chapter, in which the reac- 
tions between economic movements on the one hand and poli- 
tical and social movements on the other are carefully studied. 
Every page is original and suggestive. A mathematical appendix 
closes the work. 

This sketch, however, taken by itself, would give a false 
impression in more respects than one. In the first place, the 
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opening chapter is designed to emphasise not tlic connection 
so much as the ditfereuce between the metliods of sociology 
generally and of economics; and it is designed to lead up to 
a definition of economics which will enable us to submit tliem 
to closer and more scientific methods than arc applicable to 
the other and vaguer branches of sociological study. Pareto, 
therefore, is by no means inclined to obliterate tlie boundaries 
of economic science. In economics, he says^ “ We slinll study 
those actions of men which are logical, repeated, and numerous, 
and are undertaken to secure the things which satisfy tlieir 
desires ” (p. 142). The term ** logical ” indicates a mental con- 
nection between phenomena which has been brought iitto close 
approximation to the objective connection actually su)>sisting 
between them. But although our author repeatedly inmts that 
all divisions and definitions are artificial, since the actual pheno- 
mena of life vary continuously {naiura enim non faeit iiaUnin), 
yet he hardly seems to realise how very much this definitiem 
must be stretched if it is to include more than a very small 
part of the actual phenomena of the business ; nor does he 
show any consciousness of what an immensely greater area is 
covered by his diagrams, his “ curves of indifference,’* fiis hills 
of pleasure,’* and his “ paths of ascent,*' than Is covered by 
his definition of economics. May it not, indeed, be doubted 
whether there is ever room for frequent repetitions of choice 
on a large scale while the objective relations (including in this 
connection those relations between subject and object w}ii<h 
are experienced, as distinct from those wliich arc aniicipnUtl) 
remain constant ! 

Again, tljc central chapters of the work arc not so closcls* 
knit together as might be gathered from our sketch. The 
details and acute observatiom» in later chapters are not brought 
to bear with sufficient directness upon the abstract formulai 
of the general treatment. They often stand apart from them, 
much as was the ease in the author’s previous “ Cours d’6co- 
nomie Politique,” and In general far too little is said by way 
of explanation and justification of the forms of the curves wliicli 
arc assumed in the text and sometimes expressly formulated 
in the appendix. 

It must be added, in conclusion, tJiat while the purely 
abstract portions of the book are written with dignity and 

3o 
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calmness, passion is but too clearly luanifested elficwliere by 
the free use of sarcastic and pejorative epithets. And the facts 
cited to show the pernicious lengths to which certain modem 
tendencies may be carried would be more impressive were they 
not discounted, to the English reader, by the presence in their 
ranks of ^nch items as the following : “ When [in England] 
elections are coming on, the candidates do not blush to send 
their wives and daughters to beg for votes, and to offer their 
hands and lips to a gross and unwashed populace " (p. 140). 
In 1904. we are told, the Conservative Government, in expccta« 
tion of an election, ** gained the sanction of the House of Commons 
to a law relieving the Trade Unions of all responsibility con- 
nected with the strikes they promoted, and empowered the 
strikers to persecute blacklegs with imp unit)', giving it to be 
understood that this was but a small earnest of future and 
greater concessions (p. 449). 

4. SIR SIDNEY CHAPMAN’S POLITIC At ECOWUY ^ 

Political Economy. By S. J. Ckapman. (Home University 
liibrary of Modern Knowledge.) (London : Williams and 
Norgate. 1912. 1^.) 

Tur. explanations that w*ill be presented are those which be* 
came current after the exact analysis begun by Jevons and 
Leon Walras had been perfected and applied to the whole held 
of economic phenomena by later writers, particularly by Dr. 
Marshall. Though the new generalisations were suggested at 
many points by mathematics, it is perfectly easy to represent 
them in simple language w'hich implies no mathematical know- 
ledge ; and 1 shall try to do so ” (pp. 7, 8). 

If the implications of the first of these two sentences, and 
the statement embodied in the second, are accepted, criticism 
of Professor Chapman's book resolves itself into unqualified 
admiration of the Judgment, skill, and subtlety which it 
displays. 

But neither the implications nor the assertions seem to 
the present reviewer to be above challenge. To begin with 
the latter, wliicli can l>e more briefly dealt with than the former. 

' fK«'prinfCil frnm The EcomttMk Jourttni^ Vul. XXIII., No. London. 
ISIS. pp. 72 75.| 
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On p. 75 wc read, “ the price of a commodity will be the price 
at which equal quantities are demanded and supplied, provided 
that a slight addition to the supply would mean a supply price 
above the demand price, and a slight reduction of the supply 
would mean a supply price below the demand price. There 
may be, but there is not likely to be, more than one such price. 
It is only possible when increasing returns rules, and if it does, 
is least likely when demand is highly inelastic/' If the reader 
who has never seen or constructed a figure in winch the (so* 
called) supply curve cuts the demand curve in three places, 
twice from below and once from above, understands tlie signi- 
ficance of the proviso contained in the above extract, and also 
perceives that a point of the unstable equilibrium » which that 
proviso excludes, must come between the two points of stable 
equilibrium which it allows to pass, Professor Chapman may 
call him as a witness in support of his assertion that it is per- 
fectly easy " to represent such conceptions effectively in non- 
mathematical language. Fiat eJjKrita<nium. I would not for 
the world prejudge it. 

The implications of the first sentence quoted above need 
more lengthened consideration. As interpreted by Professor 
Chapman's work, at any rate, they involve an approval of Dr. 
Marsha I Is deliberate (and very chivalrous) method of minimis- 
ing and disguising to the utmost extent possible tlic revolu- 
tionary character of the new methods of which lie is so emi- 
nent an exponent. This attempt to preserve as much as pos- 
sible of the old terminology, and the traditional divisions and 
contrasts, in the face of the now principles, and to show how 
much substantia] truth the admittedly imperfect statements of 
earlier writers contained is one of the leading cluiracteristics 
of Dr. Marshall’s work ; and it stands in marked contrast witli 
the somewhat truculent announcement made by Jcvoiik to his 
brother, “ In the last few months 1 have, fortunately, struck 
out what I have no doubt is (hf (rue Theory of Economy, so 
thorough-going and consistent, that 1 cannot now road other 
books on the subject without indignation.” To find fault with 
Professor Chapman’s handbook involves something very like 
a contention that, of the two, Jevons’s indignation i.s likely 
to inspire a more fruitful treatment than Dr. Marshall’s 
reverence ! 
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And, index'd, the truth is that Professor Chapman con- 
stantly enunciates trenchant generalisations which cut across the 
classical traditions and reduce to mere practical differences of 
stress what they had taken as theoretical differences of prin- 
ciple ; and then forgoes all the simplificatioDS these generalisa- 
tions suggest in order to preserve as primary the distinctions 
which they have really reduced to a secondary position. 

Thus on p. 172 we read, “ Workpeople have a value to the 
employer because . . . they create what has ... a value to 
the consumers. . . . Similarly, the value of every other agent 
in production is the transmitted value of what it adds to pro- 
duction at the margin/’ Now “ cost of production la simply 
the sum of the market values of the agents or factors of pro- 
duction, and their values are confessedly nothing but elements 
in the value of the product, dependent in its turn wholly upon 
tlic relative estimate formed by the consumers of that product 
in relation to others ; and yet “ cost price ** is made through- 
out Professor Chapman’s book to figure as an independent and, 
in a sen.se, antagonistic force, generating curves of “ supply 
price ” co-ordinate with the curves of ** demand price,’* from 
which, on his own showing, they must derive the whole of their 
vitality. Indeed, the most ingenious and original chapter in 
the book is devoted to an elaborate attempt to work out a com- 
])lcte parallelism between the two. It is perfect as a piece of 
deductive reasoning, but it rests upon the startling assumption 
that every firm has unrestricted command of capital end of 
markets, and determines its output solely on consideration of 
the dimensions best suited to “ the strength of its central organs ” 
(p. 81). At the end of his study Professor Chapman seems to 
confess that his initial hypothesis is quite remote from tlie 
facts. Could he not have remained in close touch with those 
facts throughout his investigation if he had carried the great 
principle he announces boldly through ? He would then, surely, 
have treated the whole direction of resources to ends as a con- 
tinuous selection between alternatives, guided throughout by 
a weighing of the significance of the anticipated results, in which 
the “ cost ” of adopting any alternative is simply the relinquish- 
ing of some other alternative ; reward and sacrifice alike being 
measured and determined by the ultimate significance of the 
respective products, as anticipated by the producers ; the points 
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at which things are bought and sold simply registering the rela* 
tive success or failure of the anticipations under wliich the 
alternatives were selected, and tending to correct them. 

In the same way Professor Chapman perceives quite clearly 
that the conception of “diminishing returns” was originally 
arrived at by treating one of the factors (land) as constant » 
and applying successive “ doses ” of the other factors to it ; 
and also that this method is equally applicable to any other 
factor (labour, for example), and further, that whereas “ labour ” 
in the mass is incapable of rapid increase, yet it may be diverted 
from one purpose to another to an indefinite extent, and tlmt 
the same holds of land ; and likewise that one factor of produc- 
tion may change its proportion to another and yet the two 
“ doses ” thus differently composed may be equated ; and that 
all values of factors of production arc derived from the value 
of their product. Nevertheless, he maintains the old dictum 
that rent does not enter into cost, keeps the distinction between 
increasing and diminishing returns as nearly as possible in iu 
old place, and practically excludes land from his genera) 
formula of distribution. He defines rent os payment for differ- 
ential values of any kind (whether of land or labour, for in- 
stance), and would admit apparently that it does not corre- 
pond to what the farmer pays his landlonl any more than to 
what a rich man pays a fashionable surgeon, and yet he treats 
it in direct connection with land, and in doing so seems to 
conceal as far as he can all the theoretical identities he lias 
recognised between land and other agents of production, bury- 
ing them under insistence upon differences in degree wliich 
he utilises to maintain distinctions that no longer rest Ujion 
principle. 

But it will be perceived that all this is a tilt against tlie 
authorised and current treatment of the subject, and not a 
criticism of Professor Chapman’s book specifically at all. Granted 
that accepted methods arc on the whole satisfactory, this book 
may be taken as an exposition that leaves nothing to be desired. 
Apart from ail controvertible or controverted matter, too, it 
is particularly admirable in its insistence on the fact tliat “it 
is the impalpable subjective things in life, without a price, 
which give exchangeable goods their value ” (p. 164), and 
m the firmness with which this central principle is held iu 
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the luminous and judicious survey of ‘'problems of distribu- 
tion’' which closes the volume. 

5. DA\'ENPORT’S ECOmMlCS OF ENTERPRISE ' 

The Economics of Enter prise. By Herbert Joseph Davenport, 
Professor of Economics in the University of Missouri. (New 
York: Macmillan Company- 1913. Pp. xvi + 544.) 

The inspiration of this noteworthy book, not clearly revealed 
till wo come to its closing pages, is a determination to deal a 
knock-out " blow to the assumption of a rough coincidence 
between individually gainful and socially valuable occupations, 
privileges, or positions. No one, perhaps, would deliberately 
assert that such a coincidence exisU, even in the large; but 
almost every one assumes it as normal, and reasons as if it were 
almost universal. And this optimism makes a great deal of 
economic literature little better than apologetics, welcomed by 
those whose consciences need a soothing syrup, and cursed by 
those who realise the " wounds and bruises and putrefying 
sores” skinned over by the use of such words as “ produc- 
tive useful,” “ the supply of human wants,” and the rest. 

Professor Davenport estimates that at least two-thirds of the 
capitalised wealth of the United States consists merely of ” the 
present worth of the right to extract tribute from one's fellows 
or to plunder one's fellows ” (p. 520). But this is not all. Those 
who arc paid for ” services ” genuinely rendered are not neccfl* 
sarily paid for socially significant services. We live under an 
individualistically organised industrial system, and whatever 
produces a valued experience, for which a man will pay, counts 
as ” service,” even though it destroy the sources of experiences 
valued by others, and even though the experiences actually 
secured be destructive of character and permanent well-being. 

On all this Professor Davenport is never weary of insisting 
with startling frankneat and with abundance of illustration, 
always with the objective in view of demonstrating the neces- 
sity “ for some one to construct an economic science adapted 
not only to the requirements of the facts, but to the needs 

« from Tk* t'rvHvmk Jontmii, Vol. XXIV.. Xo. ^5. London. 
1914. pp. 4'2[A2o.] 
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of their amelioration (p. 528), inasmuch as wo live in a com- 
petitive society, most of the serious problems of winch sum up 
into one great and inclusive problem : how to limit the receipt 
of private income to the rendering of social service (p. 41G), 

By far the greater part of the book, however, is devoted 
to strictly economic problems, and is concerned with the con- 
sistejit working out and application of economic principles now 
generally accepted bnt seldom applied with adc<|uatc firmness 
and thoroughness. 

Underlying all is a destructive criticism of the old distinc- 
tion between productive and unproductive occupations. The 
only ultimate “ products are necessarily psychic. Material 
things arc means ; experiences, in the widwt sense of the term, 
are the ultimate and only product- Anything that is paid for, 
or that is undertaken for any deliberate purpose, is so paid for 
or underUken because it is expected directly or indirectly to 
conduce to desired experiences. That is to say. because it is 
regarded as “ productive.^' It is its desirednesa. not its desir- 


ability, that counts, and tliafc makes it productive in the only 
sense in which the term can find a place in the economic science 
of a competitive and individualistic society. The true distinc- 
tion obscurely felt under the old discussions is the difference 
b(awcen the more or less rapidly disappearing commodities and 
the more or less permanent ones. A permanent good produces 
a revenue as long as it lasts, and it makes no matter to its 
productiveness whether the revenue is of material things that 
may in their turn produce experiences (as in the case of a tool) 
or a revenue of directly desired experiences (as in the case of 
a work of art— or an indecent book). As long as it exists it 
ijjcrcases the revenue of desired things. 

Indcpcndently, again, of this underlying contention, though 
not out of relation to it, is the analysis of the fundamental 
phenomenon of our industrial system, the market. Professor 
Davenport is to be congratulated on the precision and effective- 
ness with which he has demonstrated the ruling fact that the 
usual cross curves of supply and demand, with their point of 
mUrsection determining the price, rest on a superficial and 
misleading analysis. The reservation prices of the sellers are, 
in tlic ultimate analysis, demands, and are as important to 
tlie fixation of price, and important m precisely the saiw tvay 
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[the italics are the reviewer’s], as are the price-paying disposi- 
tions of the seekers for goods” (p. 55). The tabular demon- 
stration of tills principle on p. 51 ought to place it conclusively 
above challenge, 

A precisely analogous line of investigation stubs out the 
very roots of the “ cost of production ” theory of value by 
showing that the ” cost” of anj’ factor of production is simply 
its estimated significance in other branches of production, so 
that (like the reserve prices of the holders of a commodity) 
it should be Incorporated bodily in the demand curve. And, 
finally, wc might “ almost as well speak of the child who chases 
the wave up and down the shingle as fixing tlie wave-front, as 
speak of any margin as determining the price” (p. 94).^ 

It goes almost without saying that Professor Davenport 
a ba ndo tis t h e d oc t ri ne o f spec i fic laws of d istribut ion , and especial ly 
of the peculiarity of rent as a special category. There is the law 
of the market, and there is nothing else. The Law of Diminish- 
ing It ('turns yields nothing but confusions and ambiguities until 
wo perceive tliat ” the principle of disadvantage from a poor 
combination of factors, and of advantage from a wise combina- 
tion, is applicable not only to the relations of land to the other 
factors in production, but also to the relation of all the other 
factors to land, and to the relations of all the other factors 
to one onotlicr” (p, 444). But, unlike many other economists, 
our autfior. having de.stroyed the tboorctical l)asis for a special 
treatment of land, resolutely declines to reinstate it on techno- 
logical and practical grounds. On the contrary, he exposes all 
such attempts to a merciless fire, and adds the luminous sug- 
gestion that they have their real origin in the legal distinction 
between real and personal property. ** It would, then, be a 
most interesting investigation, if only one had the necessary 
learning, to trace out the manner and degree of connection 
between the legal distinction of realty from personalty and the 
economic distinction of land from capital. That the parallelism 

' Xo more xipiiftcant illvs(r«(ion of (he inudiouxn^ of tho 
<hi)s cx|KiM‘<] could l>e found (h*n » fumUhed hy tho Uet (hot 4f(er all he 
hfl< said l'rof««or Dovenport frequeiuly allows himself (deliberotely) to 
of (he " intersce(ing curve*/' ond i* oeeju«ionaIly guilty of an oncoutcioia 
lajtsc »uch a.s that on p. 4$i, ahm he sayt> (hat " lo the long average, price 
cannot fall below* (he marglotl producer’s sacrifice,'’ ins(eta of “the 
ginsi producer cannot in the long average maintain a position in which his 
sacrifice exceeds the price of hU product." 
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is more than merely fortuitous may be taken as beyond doubt ” 
(p. 510). 

The general exposition of the principle of distribution, 
though substantwily sound, suffers, in point of clearness, from 
an attempt to make two meanings of “ marginal ” (recognised 
as distinct) run abreast, and from failure adequf:tciy to dis- 
tinguish between the declining significance of homogeneous units 

varying significance of any unit 
as It forms a member of a larger or smaller group of homogene- 
ous units simuftancow/y engaged in combination with some other 
factor or factors. Moreover, it is the doctrine of substitutions 
between productive factors which gives the finishing touch to 
the theory of distribution and shows the complete analogy 
hctwen the process by wliicli eacli imlividual entrepreneur 
adjusts the estimated significance which each factor has for 
himself to the market price, representing the (marginal) signi- 
ficance of the same factor as estimated by others, and the 
parallel piwcss by whieh the individual consumer so regulates 
h IS expenditure as to bring the marginal significance of all tlic 
articles he consumes into coincidence with their prices Yet 
It IS not until long after lie has finished liis formal treatment 
of the problem of distribution that Professor Davenport elves 
us (on p, 428, for instance) his most luminous observations on 
this theory of marginal substitutions which is essential to it. 

But m spite of such faults of arrangement and the like 
(our criticisms of whicli might in truth be considerably expanded) 

It IS impossible not to be impressed by the sweep of the whole 
demonstration, the unifying of principle, ami the absorption 
of apparent obstacles or contrasts into the one continuous 
movement from resources commandcl to experiences desired. 

Irof^ot Davenportsysfematically starts from the point of 
view of the entrepreneur, looks at things fimt as they appear 
to him and then goes on to show that the limitations of his 
point of view must be transcended l>cfore the economist can 
l>c satisfied. Hence. pcrliaj«, the title of the book. But the 
cen ral portions in which the special problems of currency 
banking, the loan fund, credit, crises and depressions are dii 
cussed IB the part which is most closely connected with “ Enter- 
prise. At the same time, it is the least satUfactory part 
It contains many good suggestions and shrewd observations 
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but ati apparent want of mathematical precision vitiates some 
of the conclusions » and a clue is sometimes dropped when it 
seemed to have been firmly seized. Thus on p. 317 the quantity 
law is conclusively rejected. As gold falls in the commodity 
market, it has to fall as money ; prices go up.'' And, again, 
The quantity of media is changed as a result — not a cause 
— of the changed level of prices.” And yet on p. 329 we read, 
” It is evident that, with bimetallism once established, the 
supply of coin for money purposes will be greater and general 
prices higher than had either metal been used alone.” Trans- 
late this by the formula just given, and it asserts that coin- 
ing two metals at a fixed par will lower the price of both of 
them in the commodity market— for how else could it make 
more coin enter into circulation ? But to detect this and other 
such apparent inconsistencies in a writer who has inspired so 
much confidence inevitably suggests to the reviewer the ques- 
tion wliethor he has really understood the author. 
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LECTURE COURSES* 

THE ELEMENTS OF POLITICAL ECONOMY (VALUE OR 

WORTH), 1891 




THE HLACE OF ECONOMICS IN SOCIOLOOY 
Definition of Political Economy or Economics, as the study 
of the Laws of the production, distribution, exchange fand 
coMumption] of [material] wealth." Better, perhaps ‘^hc 
making, sharing, exchanging [and using] of [material] wealth." 

Rival definition as " the art of disposing wisely the con- 
certed labour of societies.** 

of cinj! ? 1 ^’ 'Jf ; « science 

of conduct, like Ethics ; or a science of mere observation. 

abstraction, and deduction, like Physics? 

The further development of this conflict of view will hinge 
upon the place assigned to consumption " in economic studies 

fican^o^ T or regard it as signi- 
ficant only because it w assumed in “ production ” * 

their theories of production and exchange, owing to a dofec- 

.:.T sfXl'lr 

W« 'tt 'o-S Wick=teca 

aylUbusM hi.ve b«cQ ch^n ^ The Ivilowjijg 

viowa on tbU aubject.J wojcauvo of the dosclopmcnt of bia 
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a blessing, and the creation of wants ” as a curse, and so 
links Economics to Sociology in the wider sense. 

Breakdown on all sides of tbe attempt to make the eco- 
nomic man the sole subject of economic science. 

Relative justification of the objection to political economy 
as an immoral study.” 

Well-grounded distrust of the study of man as a wealth- 
making and wealth -desiring animab unless at the same time 
he is considered as a wealth- using animal, and therefore as an 
animal pursuing an end to which wealth is but a means. 

G rowing recognition, by recent economists, of the necessity of 
fimling the directive principle of economic study in a social ideal 

Does this make Economics a science of conduct ? 

Relative justification of the isolated study of the “eco- 
nomic man.” 

The motives ascribed to him arc real and efficient. In 
such societies as ours they will assert themselves and organiw 
thcm.sclves. It becomes important to ascertain what they will 
lead to. When wo know how men will act or will tend to act, 
and what relations and institutions will establish themselves 
or tend to establish themselves under the influence of the desires 
‘‘ to obtain wealth and to escape effort," we shall tlicn know 
at what points, if any, it is desirable to interfere, by conccrtc 
effort, with the spontaneous organisation of the individual sc 
seeking and self-sparing impulses. 


1. " Economy” means ruling or disposing of the house or 
establishment, and “political economy" means disposing or 
ruling the establishment of the city or state. What thoug 
on the subjects discussed in the lecture are suggested by t esc 


etymologies 1 r i « 

2. “Wealth" means the state produced by “ 

“ dearth " means the state produced when things are dear, 
and “ health " the state of things that are “ hale."^^ 
moral hurt likely to arise from confining the word to “ utihtics 
fixed in material objects," and if so, how far is “ political eco- 
nomy," as taught by the orthodox school, responsible for it . 

3. " Political Economy is a science in which there is mu^ 
to learn, little to do." Draw out and criticise some of the 
philosophical or other assumptions that underlie this statement. 
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LKCTVnhJ li 

THE ESSENCE AND THE FORMS OF INDUSTRY AND INDUSTRIAL- 

PHENOMENA 

Many of the English economists appeared to rogar<l tlicir 
hypotheses as nearly corresponding to universal facts. 

Hence a reaction discarding economic theory, and substi- 
tuting historical, social, and statistical enquiry. 

Doctrine of the relativity of economic truths, illustrated 
from England, India, and America. 

Necessity of distinguishing between an absolute principle 
and its relative manifestation. The former universal and uni- 
form. The latter conditioned by the moral, social, political 
and industrial circumstances under which it works itself out. 

Economic theory must trace back ever)' industrial mani- 
festation to its ultimate principle, and so affiliate parallel mani- 
festations under various social and industrial regimes to tlieir 
common source. 

Arithmetical illustration. 

Random and misleading speculations resulting from failure 
to work out economic theory on these lines. 

Illustrations. Phenomena of price and circulating medium 
carried back to diversity of tastes, and ultimately to universal 
phenomena and laws of preference. Phenomenon of rent carried 
back to differing nature of services rendered by land of various 
qualities various sites. Importance of carrying back pheno- 
menon of interest to a like ultimate principle. The test of our 
having done so will be our ability to explain the transforma- 
tions of interest on Robinson Crusoe's island, under state socialism, 
in a perfectly altruistic community, etc. Or if it would dis- 
appear under any of these regimes, to say exactly why, and 
what parallel modification would make it disappear under our 
own regime. 

Local or special phenomena, such as low wages, irregular 
employment, competition, over-production, etc., etc., must like- 
wise be reduced to their ultimate and univereal expression, and 
traced through their possible transformations, before they are 
fully understood. 

By a parallel process we shall come to understand the 
motives supposed to actuate the “ economic man ” as them- 
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selves special manifestatiom of deeper psychological principles, 
and shall so estimate their true place in the philosophy of 
society. 


1. In what form could the principle underlying “rent” 
appear in Robinson Crusoe’s island ? Has it ever appeared, 
or could it ever appear in the same form in an industrial com- 
munity ? 

2. Has the author of Looking Backward confounded the 
suppression of money with the suppression of exchange 1 

3. What is the true function, and what are the necessary 
limitations and the chief dangers of economic “ Utopias ” I 


LSCTVRH nr 

VALVE IN U.^E AND VALVE IN EXCHANGE 

Economic meaning of terms “ useful ” and “ utility.” 
Objections [cp. Lecture IJ. Possible substitution of “ desired ” 
and “ desiredness.” 

Adam Smith on value in use and value in exchange. Current 
criticism of his instances beside the mark. 

Value in use, as a category, obviously independent of social 
or industrial institutions. Constituted by relations existing 
between men and things. 

If a nation is wise in its desires, then to increase use-values 
is to increase well-being. In any case it is the goal of industry. 

Wealth must have use-value to be wealth. But the con- 
verse is not true. Many valued things do not figure in a schedule 
of wealth and have no exchange-value. 

Yet exchange-value is a form of desiredness. What is its 
relation to the other t 

Instances in which decrease in supply diminishes total use- 
value, but increases exchange- value. Schedule of wealth shows 
better, but well-being is impaired. 

Use- value seems only to refer to desired ness of the article 
in the eyes of its possessor. Exchange- value refers to its desir^- 
ness in some one else’s eyes. But it is not that other s desire 
for sotne, but for some more, that determines exchange- value. 

This leads to distinction between total use- value, average 
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use-value, and use- value of last available unit. Coincidence of 
use- value of last available unit with exchange-value. 

Use- value of ma^inal luiit governs exchange- value of all. 
Further illustrations of the marginal unit controlling the 
whole series. 


1. Give illustrations of your own of apparent contrasts 
between value in exchange and value in use. 

2. Give instances of your own of the action of the mar- 
ginal ” man or thing upon the whole series. 

3. In what respects does the “ income ” of a nation fail 
to represent its annual revenue of enjoyment ? 


lecTc/ns iv 

VALVE IK BXCHAKOE A RATIO 

All desires, or estimated enjoyments, ideally commensur- 
able when existing in the same subject. 

Value in exchange implies a ratio of equality. 

Things exchanged must be heterogeneous or there would be 
no exchange, and must be homogeneous or there could be no 
ratio between them. 

Obvious in what they are heterogeneous. WTiere is their 
homogeneity 1 

(o) Marx s answer, They are homogeneous as products of 
human labour. 

(6) Jevonss answer. They are homogeneous as “com- 
modities ** or “ utilities.” 

Against (a) it is urged : If 1 make a thing that no one 
wants, It will not exchange, in spite of efforts and sacrifices 
needed to produce it. Things that are wanted may exchange 
m the same ratio though they have cost different quantities 
of labour. lUustration of wheat grown in England and wheat 
grown m America. Many things not now produced, or never 
produced, exchange. Pictures by old masters, rare books, wine 
of special vintages, land, etc. ” Labour ” Theory of ratio of 
exchange cannot apply m those cases, and therefore is not true. 

Against (6) it is urged : If, because of some invention 
watches can be made with less “ labour ” than before, they will 
become cheaper, t.e. their ratio of exchange is altererl, Imt they 
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are not less useful. Increased difficulty iu getting a thing makes 
its exchange ratio rise, but cannot increase its usefulness. Water 
is more useful than wine, but not so valuable, because easier 
to get. Therefore it is not the usefulness of a thing that deter- 
mines its ratio in exchange. 

Objections to (6) not valid, when we bear in mind that 
tlic value in use of each successive unit varies, and that it is 
the value in use of the marginal unit that governs that of all 
the rest. 

Further and more precise treatment cleferrcd. 


1. Arc there any other uses of the word “value’' than 
those dealt with iu the lecture ? If so, how are they related 
to them ? 

2 . Is it legitimate to use such abbreviated expressions as 
“ labour” for “ sum of efforts and sacrifices,” or “ land ” for 
“ natural agents of production and primary sources of wealth ” 1 
Point out any advantages or dangers of the practice. 

3. State, as concisely as you can, any phenomena of “ value 
not adequately met by the theory developed in the lecture ; or 
.any difficulties it has left in your own mind. 

LscrujiK y 

ORAPHIC METHOD OP PRESBNTINti SERIES OF CONNECTED 

RATIOS 

Both exchange- values and use* values are ratios. Total 
use -values are sums of series. Terms of series are magnitudes 
determined by ratios, referred to standard of measurement. 

Graphic method of presenting series of connected ratios, 
based on representation of each ratio by two lines. 

Nature of a function. Illustrations. If one quantity is a 
known function of another, the connection of the values they 
successively assume can be represented by a curve. Functional 
curve. Meaning of “ variable.” 

But we may wish to register, in a convenient form, a series 
of successive or co-existing phenomena which arc not function- 
ally dependent on any variable represented in the chart. Des* 
criptive curve. 



SELECTED SYLLABUSES 


833 


1. Give instanced of the actual use of descriptive curves, 
and the actual or possible use of functional curves, in the arts 
and sciences, history, etc., etc. 

2. Give instances of quantitative functions incapable of 
exact measuxement. Are there any which, in their nature, are 
incapable even ideally of being measured ? 

3. Discuss the question whether the desire for more money 
generally decreases as the quantity possessed increases. 

LBCTURB VI 

THE ECONOMY OT BOBINSON CRUSOE's ISLAND 

The value of Robinsoniads ** [cp, Lecture II]. Prelimin- 
ary discussion of the theories of labour and of marginal equi- 
valence. 

Principles on which to construct Robinson’s curves of 
quantity possessed and marginal intensity of desire for more ” 
with respect to articles he can secure by labour. 

Principle of distribution of time between two occupations. 

Introduction of a third occupation, and establishment of 
standard return to unit of labour. 

Ratios determining marginal equivalence of heterogeneous 
products at every stage, These are potential ratios of exchange. 

Why labour test and marginal desiredness test of equi- 
valence of products yield the same result. 

Hypothetical restrictions on ability to produce the com- 
modities. 

Diagrammatic representation of principle of division of 
labour between rival claims. 

It remains to trace the action of these principles in indus- 
trial societies as we know them. 


1. Imagine any circumstances you choose, and then try 
to construct your own curves of " quantity possessed and mar- 
ginal intensity of desire for more ” with respect to some two 
or three articles, as they would be under the supposed circum- 
stances. 

2. Construct accurately (from arbitrary data, if you prefer 
it) a diagram showing the principle of division of time between 

3u 
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two occupations. To what other economic phenomena may the 
same principle be applied ? 

3. It is often said that the exchange* value uf articles is 
determined by the amount of labour they respectively contain. 
It can hardly be maintained by any one that the marginal 
equivalence of articles is so determined. What is the con- 
nection, or what the difference, you suspect or can establish 
between value in exchange and marginal equivalence ? 

LECTURE VII 

RELATIVE SCALES AND THE CONDITIONS OF THEIR COINCIDENCE 

A enjoys supplies of commodities U, V, W, X, Y, Z, the 
customary units of which (supposed small *') are u, v, w, etc. 

The marginal units will stand in certain definite ratios of 
desiredness to each other. And these ratios when tabulated 
will constitute A* 6 relative scale." 

B likewise has a relative scale " on which some of the 
commodities U, V, W, etc., are represented. 

In a freely exchanging and frictionless society, A*s and 
B's relative scales of the commodities possessed by both must 
agree. 

1. Compare your own expenditure, in respect of certain 
articles, with that of some friend whose tastes and needs differ 
from yours. What bearing (if any) have the facts on the truth 
or error of the contentions of the lecture 1 

2. If it is normal for us to satisfy all our wants down to 
the same point of urgency, how is it that we are nearly alwa}^ 
conscious of wanting a little more money, not for everything, 
but some one thing ? 

3. What are the chief practical obstacles to our free ex- 
changing of commodities I And what is the result on the corre- 
spondence of our " relative scales " f 

LECTURE VIIJ 

THE MEDIUM OF EXCHANGE AND THE ABSOLUTE MEASURE 
OF THE RELATIVE IMPORTANCE OF COMMODITIES 

Impossibility of malcing a bridge between intensity of A's 
and B*e desires for a given object. 
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Genesis of desire for articles not of use to the person desiring 
them. 

Genesis of a standard of measurement. The properties 
needed to establish it as such, and the properties it acquires 
by being so established. 

Gold as a standard. 

1. A shilling has more value to a poor man than to a 
rich man ” A shilling has more value to poor men than to 
rich men.” ** A shilling has more value to a man when he is 
poor than when he is rich.” In what sense is ” value ” used 
in these sentences ? Distinguish between the assertions they 
make respectively ; and say whether, in your opinion, any or 
all of them are warrantable assertions. 

2. How would a ” sUte of siege ” affect the value of gold ? 
And why and to whom would it retain any considerable value ? 

The simple-minded suppose that it is a * divine 
majesty * that makes the subjects ; whereas in truth it is the 
subjects that make the ‘ divine majesty.’ So the simple- 
minded think that things are valuable because they will change 
for money ; whereas in truth money is valuable because it will 
change for things.” Briefly analyse and criticise this dictum. 

LECTURE IX 

LAW OP DISTRIBUTIOK OP PRODUCTIVE EFFORT AND POWER 

Equating and comparing desires for same thing existing 
in difierent subjects. Necessity and danger of the process. Its 
relativity never to be lost si^t of. 

Construction of a communal curve of demand. Its equi- 
vocal character. 

Digression on units. Beading of curves not affected by 
change in the unit. Examples and exercises. 

Analogue of the ” Robinsonian ” law reappears in the 
industry of a community. Its practical significance. 

Complete solution of coincidence of labour test and mar- 
ginal utility test of exchange-value of freely produced com- 
modities in a freely exchanging community. 

^ what sense do free production and free exchange secure 
maximum of enjoyment in return for given effort ? 
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1. Analyse the dictum: It is a mistake to subsidise 
anything, for political economy teaches that what men want 
they will pay for.” 

2. Construct a curve displaying any physical or economical 
phenomenon. Then change the units, reconstruct the curve, 
and show that its readings remain unaffected. 

LBCTURB 1 

THE LAW OP INDIFFERENCE. EVASIONS 

The ” law of indifference ” implied in all that has ^one 
before. 

Its explicit formulation. A good example of universality 
of psychological principle and diversity of concrete manifesta* 
tion. 

Embraces phenomena of marginal control, and the law of 
markets. 

Its importance commercially. Its evasions sometimes bene- 
ficent and sometimes corrupting. Illustrations. 

1. Give a brief account of the succession and connection 
of topics dealt with in this course. What subjects do you think 
should come next! 

2. Give instances within your own knowledge of evasions 
of the law of indifference ; and state whether they seem justifi- 
able, as judged by current popular opinion, and as judged by 
yourself. 

3. Formulate clearly any difficulties that remain in your 
mind, on any of the points dealt with in these lectures. 


OUTLINE OF A COURSE OF LESSONS ^ 
ILLUSTRATING SOME ELEMENTARY CONCEPTIONS OF MATHE- 
MATICS IN TBEIK BEARING ON ECONOMIC REASONING 


In Arithmetic. 


I 


(i.) o + b 8 6 -j- a. 

(ii.) cb = ha. 

(iii.) a(6 c) ^ ab + ac. 

'[Origmallj printed m addMdnm to tLo lectures on Tht ^ 

Poiiikol Economy (Velue or Worth) ISSl, nprinted ebore, pp. SP7-^S.] 
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a, bt c, etc., being any numbers or fractions, however made up 
01 anived at. 

Further, the fonnuhe — 

(iv.) a+b — c= a — c + 6. 

(v.) a{b — e)^ab — he. 

never mean anything that is not true ; but, in arithmetic, (iv.) 
does n6t mean anything at all if o is greater than a, nor (v.) 
if c is greater than h. 

Method of extending meaning of symbols so as to fit uses 
already intelligible, and at the same time interpret hitherto 
unmeaning formuhe. 

How does a case of o — 6 where b is greater than a 
arise ? 

Introduction of graphic method, in which every addition 
is represented by a step in one direction, and every subtraction 
by a step in the other. 

Conception of “ sense ” now added to that of magnitude. 
Reconsideration of notation under this light. Meaning of — a. 

Interpretation of ** sense ” in any de6nitc problem supplied 
by its concrete terms ; but the processes of addition and sub- 
traction always imply the determination of two opposite ** senses.” 
Thus, it would seem, a — b must always have a meaning, whether 
a is greater or less than 6. 

But consideration of (ii.) reminds us of distinctions between 
operator and operand, and shows us that we have not yet dis- 
covered the meaning of (o - 6) as an operator when 6 is greater 
than a. 

Following the same method as before ; when a is greater 
than b 

(a — 6)c = oc — 6c 

t.e. the direction ** multiply c by - 6 ” is equivalent to “ multiply 
c by 6 and then change the sense of the result.” 

Hence (iii.) may be extended thus — 

± ± ± ± 

a X 6 =* 6 X a 

and o6 = 6a must be so understood hereafter. 

Rule of Signs. 
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n 

(vi.) (x + a){x + 6) = xa; H- (a + fc)3! + ah. 

Six forms of this identity, according as a and 6 are positive 
and unequal, negative and unequal, of opposite signs and un* 
equal, positive and equal, negative and equal, or of opposite 
signs and equal. 

Resolution of expressions of form xx + 2px + qinto factors. 


m 

Functions, constants, and variables. 

Graphic representation of functions. 

Graphic representations of expressions of the fonn-~ 

XX + 2px + g 

as functions of x, by means of rectangular co-ordinates. 

Note points of intersection of curve and abscissa. 

If XX + 2px + q « (x a){x + fi) 

= XX + (a + ^jx + 0^ 
then X s — a 
X- 

represent the values of x for which the expression vanishes. 

/. —a and — ^ represent the lengths and senses of the 
intercepts between the origin and the two points of intersec* 
tion with the abscissa respectively. And vies versa. 

if XX + 2px + q * (x — a)(x — fi) 
then a and ft represent the lengths and senses of the intercepts 
in question. 

Then - p. 

2 

ap^q. 

Whence it may be shown from the figure that if y be half the 
intercept between the two points of intersection » 


In such a case as 


pp-q^yy. 


XX + 2x — 4 

this gives 

1 + 4 = yy. 

y is that which, multiplied by itself, produces 5. 
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But no number or fraction does this ; 2 is too small, 3 is 
too great. No proper fraction multiplied by itself can yield 
a whole number. 

we have a definitely determined magnitude, standing 
in a quantitative relation to another magnitude homogeneous 
with itself, but such that it cannot be expressed as a number 
or a fraction in terms of that other magnitude. 

IV 

What does the conclusion now reached mean ? 

Multiple scales, and divisions into equal parts. Incommen' 
surables. Relativity of magnitude. 

Definition of ratio. 

Proof of elementary rational properties of similar triangles. 
(Sixth book of Euclid.) 

Graphic methods of compounding ratios by linear construc- 
tions. 

Convenience of representing compound ratios by areas 
rather than lines. Automatic adjustment of figures to changes 
of unit. 

Indication of systems of lines and systems of areas mutually 
referred to each other by reference to corresponding points and 
segments of abscissa ; foreshadowing principles of difierentia- 
tion and integration. 

Rules for compounding ratios proved, and shown as the 
general rules of which rules for multiplying and dividing numbers 
and fractions are special cases, (^cond book of Euclid.) 

V 

Definition of a limit. Limiting ratios. Limits not approxi- 
mations. Infinite ” series. Infinitely distant points, etc. 

Rates of increase as limiting ratios. 

Simple cases of differentiating and integrating. 

Infinitesimab and rules for handling them. 

VI 

Theory of dimensions. 

Change In significance of unit, after differentiating or in- 
tegrating. 
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HIRE AND INTEREST, 1892 

I 

Hire as a form of price. Existence of Wre implies unsatisfied 
wants, and therefore insufficient provision. 

What regulates rate of hire ? Same considerations as in 
case of price. Begin with “ consumer/* Kind of goods that are 
hired. Horses. Pianos. Plates and spoons. Dress clothes. 
Houses. Lands (?). Intensity of desire for more depends on 
amount already in use. 

Why hire instead of purchase! First group of cases: 
Lrand, etc. Production impossible. Second group: Intermit- 
tent need for commodities that can be used more or less con- 
tinuously. \Vhy produce such for hire ? Hire a form of ex- 
change. Equating production for hire with production for 
exchange or immediate consumption. Involves question of 
immediately available resources. Third group : Current earn- 
ings to meet current expenditure. What would be implied in 
purchase ? Balance between present and future, rationally 
estimated, not coincident in the case of all members of the same 
society. The men at the margin. Fourth group : Long- 
lived commodities. The distant future. The heirs of the 
producer. 

Analysis of hire : Replacement or maintenance. Wages. 
Compensation for disproportionate sacrifice involved in produc- 
tion owing to higher degrees of utility foregone. Compensation 
for remoteness of future. 


11 

Is interest hire ? Points of difierence. Interest as an ex- 
change between present and future goods. 

The man who seeks to anticipate. The man who seeks to 
defer. Principles of bargain between them. The men at the 
margin. 

Demand. The man in temporary difficulties, the man 
with expectations, the spendthrift and reckless, the industrial 
borrower, all compete for supply of present wealth and offer 
future wealth in payment. All will be supplied down to same 
degree of intensity of desire. 

Industrial borrower's case easiest to examine. What does 
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be borrow t Amongst other things tools. The function of 
tools to render labour more efficient. Subject to universal law 
of declining efficiency. Marginal efficiency of tools will fix rate 
of industrial hire. 


III 

Industrial hire, de fadOy covers more than allowance for 
replacement and risk. This is interest, and indicates that the 
function of tools is not exhausted, and that to the men at the 
margin future wealth is less valued than present. 

Law of distribution of tools amongst industries. Remunera- 
tion of labour of self-employing individual a differentially deter- 
mined area. Interest a marginally determined area. Secondary 
effect of increased supply of tools upon prices. 

IV 

Marginal tool actually yields a revenue, beyond replace- 
ment, etc. Thus there is a real means of converting present 
into future wealth. As relative estimate of future in terms of 
present wealth rises, supply of toob increases and interest falls. 
Can it reach aero or become negative t 

Stock, loans under stress of need, etc., etc., must all stand 
at same level aa industrial investment. 

Effect of rate of interest on supply of toob, etc. Why 
low interest will never arrest accumulation. Possible effect on 
accumulation (1) of opening out new fields of industry, (2) of 
realising a more even distribution of wealth. 

V 

Examination and criticism of Bohm-Bawerk's views on 
interest. 

THE THEORY OF EARNING AND SPENDING (SECOND 

COURSE), 1895 
LECTURE I 

METHOD OF DTVESTIOATIOK 

To examine the principles that regulate our own conduct in 
the face of the facts that meet us, including human conduct 
and institutions. 
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Enquire how far the principles of our own conduct them- 
selves explain the conduct and the institutions that control us. 

The fulfilment of our desires involves certain conduct on 
the part of others ; therefore a part of our conduct is dictated 
by a wish to influence the conduct of others ; t.e. is itself in- 
fluenced by such conduct. How far will the reciprocal nature 
of this influence give us the key to social and industrial pheno- 
mena ? 

Distinction between acts prescribed or prohibited by Law, 
and free acts. Identity of underlying principle. Enforcement 
of Law dependent on the Authority having due command of 
resources for influencing conduct. What are these resources ? 

LECTVJtB II 

DEVELOPMENT AND EXPENDITURE OP RESOURCES 

Our command of resources, intrinsic or legally secured. 
Distribution of resources between group of expression, enjoy- 
ment, self -development, and direct traffic with nature, and 
group of influence on and traffic with others, as a means. Possible 
and desirable overlapping. 

Effect of influence exerted on others sometimes vaguely 
and sometimes precisely measurable. We desire to exercise such 
influence partly to secure services and commodities directly 
desired by us, and partly to increase our command of influence 
on others ; i.e. we want some things for ourselves and some 
because they will give us influence with those who want them. 
Repeat analysis ad injinilum, 

Illustrations of tradesman, teacher, etc. Explanation not 
complete till we have found one who wants the thing. If tiot 
for i/self, yet for Aimself or other defined person in whom he 
is interested, apart from contemplated transference to others. 

Money desired by us because desired by others. No full 
explanation of this desire obvious at this point, but the facts 
clearly established. Follow out method of analysing our ovn 
conduct and ascertain how far it will take us. Special treat- 
ment reserved. 

Money as a means of influencing others. Not the only 
means. In what sense is it the universal commodity ^ ^ 
it true that “ every one will do something for money, and some 
one will do anything for money ” ? 
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LSOTURB III 

DENERAL PRINCIPLE OP EQUILIBRIUM IN EXPENDITURE 

Eanking is acquiring command. We can only acquire com- 
mand we have not by exercising the command we have. There- 
fore all earning comes under the general law of distribution of 
resources. Hence a complete enquiry into expenditure of 
resources includes the theory of earning. 

On what principle do we expend resources, and (more 
narrowly) spend money ? Desires gratified, in chunks or con- 
tinuously, to such point as brings them into equilibrium with 
rival desires. Total resources administered in view of estab- 
lished prices. Conditions of efiective demand. [Law of in- 
diference and margins.] Change of our preferences or resources 
tendi to modify prices. Change of many preferences, etc., 
sensibly modifies them. 


LSCTORE 2V 

VARUT10N6 AND MAINTENANCE OP LEVELS 

Buying things of multiform application. Equating applica- 
tions within limits of stock secur^. Anticipated wants (multi- 
form or single) regulate stock acquired, and dictate level at 
which expenditure thereon equilibrates with other expenditures. 

Possible failure of anticipations. Resultant failure of equili- 
bration between marginal efficiency at which stock is consumed 
and general level of efficiency represented by its price. 

Buying stores a specialising of resources, Purchases gener- 
ally made with more or less precise reference to anticipated 
period of consumption. Perishable nature of goods may pre- 
vent extension of contemplated period ; and difficulties of 
replenishing stores may obstruct its contraction. 

In case of commodities that perish slowly (unless consumed) 
and are easily replenished at steady prices, failure of equilibra- 
rion between efficiency of stock and efficiency represented by 
its price may be reduced to vanishing-point, because period of 
consumption may be indefinitely modified either way. [Illus- 
trations of milk, stationery, and matches.] 
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LECTURE y 

PRICE OP GOODS IN STOCK. ITS RELATION TO COST OP 

IRODUCnON 

Summary of last lecture. Any desire a, competes for grati- 
fication with the desires Cj, . . . which draw on the same 
specialised resource X. The desires Oj,, b^, ... in like 

manner compete for the specialised resource y, etc. But if 
Xy Z . . . are specialised from the same generaUsed resource 
then 0 ,, hgy . . . compete (i) directly with each other 
for Xy and (ii) indirectly (through y, Z» . . .) with a^y b^y Cy 
• • ■ c, • • • etc., for 0. Range of possible variation of 

(i) from (ii). Marginal efficiency of 9omething the thing to be 
considered in every ease. 

If I offer to purchase any article, I invite the seller to 
administer a portion of some resource of his in a certain way. 
His object may be to obtain the maximum command of influenc- 
ing power (in the shape of money) by the administration of that 
resource. In any case it is to maximise something. Many oi 
all of the rival desires to be directly satisfied by his stock are 
not his own but other men’s, and reduce themselves to expres- 
sion on the common scale of money, so far simplifying his prob- 
lem and making him a reducing machine through which claims 
on the stock are equilibrated, an equation which is merely objec- 
tive as between the customers, becoming subjective as well in 
him. Hence, so far as he is concerned, distribution becomes 
largely automatic. 

The price at which a man offers his goods or services depends 
(i) upon his estimate of the relation between the present com- 
mand thereof by himself and others, and the desires ministered 
to thereby ; and (Ii) the condi^ons under which that command 
can be Increased, or the ** cost of production,” which ** cost of 
production ” is but the expression of the relation of less special- 
ised resources to the sum of desires to which they indirectly 
minister. 

Analogy, in principle and in detail, between the relations 
of (i) and (ii) in this case and in the case previously considered. 
Marginal efficiency of smething still the sole ti lin g to be con- 
sidered. 
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LECTURE VI 

PRICE OP GOODS MADE TO ORDER, ETC. RELATION TO 
COST OP PRODUCTION 

The (ii) of last lecture itself analy sable into a corresponding 

(i) and (ii), and so on till we come to the ultimate resources of 
humanity. 

When I order goods not yet made my claim is immediately 
equilibrated with the other claims on the material and skill 
that go to the making of such goods, and the levels at whicli 
all claims balance will be the marginal efficiency of such material 
and skill. 

Hence the ** tender ** price of goods, or the “ cost of pro- 
duction ** to the contractor, may vary from the ultimate “ cost 
cf production ** on the same principles on which (i) varies from 

(ii) in the last lecture. “ Tender ” prices are terms on which 
the ofier is made to deflect relatively undetermined possibilities 
into given channels, and are determined by the marginal signi* 
ficance of the still unspecialised resources in question. 

Each separate factor of production ” will enter into the 
cost of production,” immediately according to its own mar- 
ginal efficiency, indirectly and ultimately according to the mar- 
gioal efficiency of tis “ factors of production,” but always accord- 
ing to the marginal efficiency of something. 


LSCTURS VIJ 


COST OP PRODUCTION AND THE THEORY OP VAi^UE 


pToduction ” itself a form of roaiginal efficiency. 
Theory of marginal efficiencies therefore gives complete account 
of prices and values. 

Cost of production,” as history, without influence on any 
prices, except by enors of judgment and association. 

Cost of production” as an estimate, the form under 
which the supposed marginal efficiency of the ** factors of pro- 
duction ” expresses itself. 


Bad economy, in private life, of trying to want things 
because we have paid for them ; i.e. valuing them at their 
cost of production. Bad economy of simiJar tendency in busi- 
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ness to cling to erroneous estimates and act on them after they 
are exploded. 

Distinction between biding out tini e and crjnng over spilt 
milk. 


LBCTUEE VIII 

PRIM Any RESOURCES AND THEIR DIFFERENTIATION 

Climbing up to the ultimate resources of humanity, we 
find them to be Human Faculty (mental and bodily) and the 
Naturally Produced Substances and Creatures. These are loosely 
spoken of as Labour and Land. 

Man’s direct action consists entirely in moving things. He 
learns to modify or apply the movements of animals and of 
things that move themselves ; and also forces that can be made 
to move things. 

Every modification of natural substances and creatures 
with a view to making them directly or indirectly satisfy the 
wants of man U a specialising and is often irreversible. Deter* 
mining of undetermined faculties may be the same. 

Industry and education thus mark off relatively isolated 
areas within which competition may raise or depress the level 
of marginal efficiency and urgency ; such level varying, in 
greater or less degree, from the anticipation that dictated the 
deflection of primary resources. 

Force of tradition in determining what alternatives shall 
be recognised and ignored. 

IBCTUSE IX 

HISTORICAL GROWTH OF INSTITUTIONS 

All material resources (primary or specialised) absolutely 
limited, many limited relatively to the desire for them. In* 
stitutions that regulate the con^l of such resources. 

The control of human faculty may be more or less efieo- 
tively secured by institutions to the person exercising it or to 
some other. 

[** Institutions ” only effective so far as supported by con- 
trol of the resources for influencing human conduct ; and by 
the vis tnerricF.] 
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The special character of the Institutions of any Society 
determine the economic categories under which the universal 
law of distribution expresses itself. 

With us the historical evolution has produced classes tliat 
have faculties without control of materials, and classes that 
have control of material far in excess of their faculties to work. 
Hence Rent> Hire, Interest, Wages, become important Economic 
Categories. 

The law of Rent and the law of Wages (or, more generally, 
of Earnings) are immediately deducible from the general theory 
of expenditure. The law of Interest presents some difficulties. 

LECTURE 1 
INTEREST 

Man a fore-looking animal. Future satisfactions may enter 
into competition with present satisfactions. Equilibrating in 
case of storing, preserving seed, rearing cattle, etc. 

Exchange between two men, one giving and the other 
taking promise of future wealth in exchange for present wealtli, 
obeys the general law of ezchange-values. 

A tool, owing to its fertility or periodic yield, is a means 
of actually transforming a volume of present resources into a 
stream of future resources. Promises of future wealth cannot 
buy present wealth cheaper and need not buy it dearer than 
at the rate of actual transformation ; this competitor taking 
its place amongst the rest and like them being subject to reduc- 
tions of keenness as it is more fully satisfied. 

The purchaser of future by present wealth will get a pre- 
mium as long as tools are fertile. Conversely tools will be kept 
fertile as long as any man is able and wiUing to bid for present 
in future wealth above par. 

QVBSTlONa 

[TU Utiurer wiU indicaU which QuesitoTw arc to U answered in 

with each Lecture.] 

1. Give instances of the partial or complete coincidence 
of Production and Consumption in your own experience ; and 
instances of their complete failure to coincide. 

2. I buy something "for a present,** and the person I 
give it to does not value it. Who, if any one, can be said to 



846 


SELECTED PAPERS A^^> REVIEWS 


have wanted it for himself ” in this case ! If no one, is the 
whole transaction unexplained on the theory of the lectures 1 

3. Give instances of things which their possessors carmoi 
give for money ; of things which ootM be given for money 
if their possessors chose to give them, but which in specific 
cases the people who want them cannot get for any money ; 
of things which really can be got for money, though one's first 
impression would be that they could not. 

4. Give instances in which you are consciously restrained 
by the Law ; in which you deliberately break the Law ; in 
which you reckon upon the conduct of others being restrained 
by Law. 

5. Examine any cases you know in which perishable goods 
are, or seem to be, sold at fixed prices. 

6. Give instances of change of fashion (in time) or variety 
of fashion (in place) affecting prices, permanently or temporarily. 
Analyse the process by which the result is brought about. 

7. Give instances in which you habitually do and instances 
in which you habitually do not think of the price of a thing 
as you use it. 

8. Give instauces of different ways of spending money 
which you usually think of as alternatives. Are there non- 
competing groups '' within your budget t 

9. Give instances in which Tradesmen or other Dealers 
might raise their prices on occasions of temporary and local 
scarcity, but do not. Analyse the situation. 

10. Is it true that generally speaking a man's sole object 
in doing business la to make money i Is it true that no 
man enjoys business unless he is malfing money by it 1 Axe 
the two questions practically identical % 

11. Can the phrase “cost of production" be applied to 
literary or artistic creations ? Wbst would it mean or what 
would be the nearest analogue to it in the case of a lecture, 
a picture, a scientific discovery 1 Has it any connection with 
price I 

12. Examine instances in which factors of production enter 
into “ tender " prices at levels widely variant from that of 
their own cost of production. 

13. Instances, within your own experience and observation, 
of confused ideas as to what constitutes “ waste " \ and attempts 
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to make use of things because of the price paid for them, Is 
there ever a sound principle behind such attempts ? 

14. Illustrations of the danger of speaking of ** Labour ” 
and ^^Land’* as the sole primary sources of wealth. 

15. Analyse some relatively complex industrial operation 
into its ultimate elements ; shewing the part that intentional 
movement of material substances takes in it. 

16. Instances in which a special training closes and in which 
it opens alternative possibilities. 

17. What is the equivalent of Wages under a Slave system 
of Industry! 

18. Examine any current objections* from the moral and 
social side, to living on Interest. How far are they really proper 
to interest, and how far do they logically apply to other 
receipts! 


GETTING AND SPENDING, 1905 
Part I 

CHOOSING AND EXCHANGING 
LSCTURS I 

THE LAWS OP THE MARKET AN1> THE LAWS OF LIFE 

Method of study. The principle of proceeding from known 
to unknown universally admitted. But what is the “ known ’’ ? 
Aristotle’s distinction between " first in nature ” and ** first to 
us.” We may proceed from the intellectually precise ” to 
the ” practically familiar,** or vice verea. Illustrations. 

The classical theory of Political Economy tries to isolate 
the main motives of business actions, and to substitute precise 
azid systematic conceptions for the contents of such terms as 
” capital,*’ rent,” etc. From these “ precisely intelligible ” 
data it forms by deduction a hypothetical science that they may 
bo expected to give a first approximation to the actual efiects 
of industry. Corrections may be introduced subsequently . 

Objections to this method. The simplified psychology is 
too remote from fact ; and the systematised conceptions establish 
a dangerous divergence between technical and popular use of 
terms. 


3i 
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The method has led to no such triumphant success as to 
prelude the attempt to begin with the “ familiar ” and work 
back to the “ precisely intelligible/' Such an attempt to be 
made in this course of lectures. 

Taking the phenomena of industrial and commercial life 
as we find them, we see that they constitute a branch or branches 
of c<mduci, and therefore belong to the same group of subjects 
as ethics, politics, etc. 

May be studied historically, psychologically, or didactically, 
though it may not be possible to follow any of these lines with* 
out reference to others. The theoretical or abstract treatment 
(here contemplated) must begin with the psychology (or study 
of the motives and principles) of men's actual conduct in the 
relations in question. 

Take a familiar incident of practical economic life, such 
as marketing." Cunent phraseology shows that its principles 
are analogous to those of other branches of conduot. “ You 
cannot have it unless you are willing to pay the •price*' 
it u orlh it ? ” etc. The psychology of marketing an applica- 
tion of the psychology of choice. 

Qualifications of a good marketer, special and general. 
Difierent types of bad marketing. The principle of good mar* 
keting. What is a thing ‘‘ worth " ? Worth in money, worth 
in time, in effort, m influence, etc. 

Process of choosing between purchases at two stalls in the 
market analogous to that of choosing between two courses of 
life- The market. The home. Life. Common measure of 
unlike things and motives. 

What is " waste " % Using for one thing what was “ worth 
reserving for another thing. Distribution of any commodity 
amoj^gst the various claimants upon it. 

Relation of expenditure on different commodities. Failures 
of correspondence between the worth of an article as consumed 
and the price paid for it. 

Qxtections 

1. Do you notice any differences in the economies of old 
and young people that can be accounted for by changes in price 
imperfectly realised by the former ? 

2. Examine the following phrases : ** Each competitor in 
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the race w&s given n pailful of water> and he who first brought 
the pail to the goal having spilt least water gained the prize/* 
“ If you give us any option. I should propose that our walk be 
to the nearest and lowest hill/’ ** A benevolent man attempts 
so to regulate his conduct as to secure the greatest good to 
the greatest number/’ “ A hypothesis must explain the facts ; 
and that hypothesis is best which explains (i) the most impor* 
tant, and (ii) the most numerous facts.” ** Cheese is as nutri- 
tious as a pound and a half of beef.” “ I prefer leisure to 
money/’ “ I have never hesitated to sacrifice elegance of 
rendering to literal accuracy.” 

3. Give instances in which you and others have refused 
to buy a thing at an “ unreasonable ” price, though conscious 
of meurring disadvantages by such conduct. On what principle 
was the refusal based ? 


iscTuns n 

ALTERNATIVES AND THB CONSIDERATIONS THAT MODIFY CHOICE 

We hesitate between two alternatives and finally select one 
of them. What are the conditions a change in which would 
afiect our choice ? 

1. Change of price ” affects the nature and character of 
our purchases, i.e. affects our selection between the two alter- 
natives open to us. The generalised form of ” price ” is “ terms 
on which the alternatives are offered to us.” Tendency of 

cunent fonns of speech to ignore this quantitative factor in 
acts of choice. 

2. Second helps are never as good as first.” The terms 
on which 1 am willing to secure a thing affected by the stock 
I already possess. The phenomenon of “ diminishing returns ” 
as a psychic principle. 

Use of expression “ as much as I want ” for “as much as 
want at the price.” Significance of a given quantity of any 
commodity de^ndent upon supply already secured. 

Consideration of stock or supply already secured combines 
With consideration of prices or “ terms ” to decide choice. 

The psychology of choice has led us to the psychology of 
coMumption.” But the study of ” consumption ” is the key 
the whole study of Political Economy. Significance of in- 
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creased attention paid to this branch of the study. Incom- 
patible with the maintenance of the old simplifications and 
restrictions. Study of the law of “ HimmiftKing returns,’* t.e. 
the “ psychology of consumption/* gives us our commanding 
principle and commanding point of view. Not till we unde^ 
stand it in its generality can we safely apply it to the study 
of special branches of conduct. 


Queslion$ 

1. First think who, of all the persons you have personally 
known, strikes you as having been wisest in general conduct 
and practical conception of Ufe. Then give some account of 
his character and way of life. 

2. A taste for reading is usually regarded as a desirable 
disposition, often as a virtuous one. Give your own opinion, 
and its reasons. 

3. Do you ever say, '' I shall have to buy such and such 
a thing, but I do not want to ** ? Do you ever say, I do want 
to buy this, but I must not " t Why, under such circumstances, 
do you buy what you do not want to buy, and not buy what 
you want to t 


LBCTOKB HI 

ADMINISTRATION OF VITAL RESOURCES 

Universality of psychological principle of '* decreasing re- 
turns.” Returns decrease only ” after a certain point/* Ei- 
treme theoretical importance of this fact. Reason why it seldom 
engages our practical attention. 

Alleged exceptions to psychological law of ” decreasing 
returns.” Money. Artistic and literaiy enjoyment. Distinc- 
tion between immediate satisfaction and the cultivation of 
capacity for enjoyment. 

Craving and capacity for enjoyment. Typical case. Chat' 
acteristics of ruinous enjoyment. Characteristics of vicious ” 
indulgence. Unsuccessful luxury.” Significance of the habit 
of self-control. 

Getting more of a thing desired may mean getting less of 
some other independent object of desire, or getting more of 
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some ujidesired result inherent in the securing of it. Aristotle’s 
doctrine of the mean. The mean as a maximum. Illustrations. 

Relation of the material to the mental life. Means and 
ends. Area of coincidence. Distinction between the most 
necessary and the most essentially significant things. 

Direct and indirect pursuit of the ultimately desired ex- 
periences. Morality and religion ; socially as registers of accu- 
mulsted experience and as traditions ; personally as attempts 
to vindicate a general solution against a special escape or dodge. 

Personal wisdom. Relation of wisdom to goodness. A^a 
of coincidence. 

Interest in the well-being of others as a motive. Is it 
subject to the law of diminishing returns ? 

Axe considerations of duty and of religion absolute, de 
facto and de jure 1 Confused use of words veils a quantitative 
element. The minimum pensaht2s. 

Questvme 

1. Give instances of different ways of spending money 
which you usually think of as alternatives. Are there " non- 
competing groups ” within your budget ? 

2. What is there in common between gambling and insur- 
ance ? What is the essential difference ? 

3. In the Dutch towns there are many old bouses, very 
substantially built. This has been explained by the fact that 
interest was as low as two per cent in the latter part of the 
eighteenth century. What is the connection ? 

IBCTUBB IV 

ADMINISTRATION OP PECUNIARY RESOURCES 

Things purchasable and things not purchasable- No sliarp 
line between them. There are many things which cannot be 
had for money ; nothing ultimately desired can be secured by 
it ; but there is nothing that can be had or enjoyed without 
money. 

Special consideration of the administration of pecuniary 
resources raises no new questions as to the principle of diminish- 
ing returns, but the precision of its quantitative measure forces 
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into prominence a number of problems as to the equating of 
quantities, the common measure of which is not at first obvious. 

Establishment of equilibrium between competitors for avail- 
able pecuniary resources. Intermediary transformations. Re- 
vocable and irrevocable specialisings of resources. 

Balance between relatively imperishable things (books, etc.) 
and perishable ones (food, etc.). 

Balance between investing money and expending it on 
relatively imperishable commodities. 

Balance between borrowing money for permanent conveni- 
ences and paying for services. 

Balance between deferred and immediate satisfactions. 

Balance between satisfactions and dissatisfactions. Cases 
in which the same things (t.g. clothes) are bought by one man 
directly to secure satisfaction ; and by another indirectly to 
avert dissatisfaction. 

Variations and maintenance of levels. Question of con- 
venient units and discontinuity. 

Buying things of multiform application. Equating applica- 
tions within limits of stock secured. 

Anticipated wants (multiform or single) regulate stock 
acquired, and dictate level at which expenditure thereon equili- 
brates with other expenditures. 

Possible failure of anticipations, Resultant failure of equi- 
libration between marginal efficiency at which stock is con- 
sumed and general level of efficiency represented by its price. 

Buying stores a specialising of resources. Purchases gener- 
ally made with more or less precise reference to anticipated 
period of consumption. Perishable nature of goods may pre- 
vent extension of contemplated period; and difficulties o 
replenishing stores may obstruct its contraction. 

In case of commodities that perish slowly (unlew con- 
sumed) and are easily replenished at steady prices, failure o 
equilibration between efficiency of stock and efficiency repre- 
sented by its price may be reduced to the vanishing-pomt, because 
period of consumption may be indefinitely modified either way. 

QueHioiit 

1. Is it true that, generally speaking, a man’s sole object 
in doing business is to “ make money ” ? Is it true that n 
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man enjoys business unless he is making money by it ? Arc 
the two questions practically identical t 

2. It can never be right for me to provide a man with 
what he requires in order to do what it would be wrong for me 
to do in his circumstances.’’ Is this a sound principle ? 

3. Discuss the ethics and hedonics of field sports and of 
athletic and other games of skill. 

LECTURE y 

BUSIKESS AND THE ECONOMIC HAN 

Importance and persistency of " economic motive ” justifies 
its special treatment, but the hypothesis of the " economic 
man” inadmissible and unnecessary. 

The ” law of continuity ” and the ” second law of motion ” 
embrace all that is needful, and exclude all that is hurtful in 
the hypothesis of the ” economic man.” 

Place of the ” economic motive ” in a general social scheme. 
Free working of principle ” To him that hath shall be given ” 
offers no guarantee for a system of distributive justice. Has 
been thought to do so, partly on the strength of a now super- 
seded system of psychology and partly because of the observed 
mistakes and failures of administrators. 

Administrators must reckon with the ” economic motive ” 
and must therefore study and understand it, but not necessarily 
in order to leave it uncontrolled. Examples of Free Trade 
and of Factory Legislation. 

Practical confusions that rise from inadequate realisation 
of these principles. Confusions between the intensity of a 
human want and the price commanded by the means to supply 
it. Examination of phrases : — ” What people want most they 
will pay most for.” ” Capital and labour will fiow where they 
are most wanted,” etc. 

Collective and personal attempts to minimise the conflict 
between ” economic ” and social motives. 

The ” business ” nexus. Its initial independence of any 
specific personal interest or relation. 

Impossibility of keeping it isolated. The principle, ” busi- 
ness is huriness ” and the humanities of business. The personal 
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element in business relations and the business element in personal 
relations. 

Money-making as an object and as a condition. Business 
as an occupation. Business as a game. 

Questums 

1. Examine any cases you know in which perishable goods 
are, or seem to be, sold at fixed prices. 

2. Examine the statements — “ every one can be made to 
do something for money ” ; ** somebody can be made to do 
anything for money.*' 

3. What are the most important cases you can think of, 
of sustained work, identical with or akin to that of business, 
inspired by other than economic motives 1 

LECTVItB VI 

TURRETS AND MARKET VALUES 

Market values. Value in use and value in exchange. The 
relative scale of price and consumption in each individual. 
The collective scale. Constitution of market prices. 

** Price ” and " quantity sold " functions one of the other. 
Conditions under which one or the other may be controlled. 
Impossibility of independently controlling both. 

Purely objective character of the collective scale. Widest 
diversity of subjective significance concealed beneath it. 

Markets of labour, business ability, professional skill, capital, 
etc. Working out of supply and demand through all varieties 
and complications. 

Qutsliens 

1. ** Bread has great value in use, and little value in ex- 
change." “ Piamonds have little value in use, and great value 
in exchange." Criticise. 

2. The “ law of indifference " formulates the principle that 
there cannot be two prices for the same article in the same 

market." Give instances in which its effect is apparently or 
really evaded. 

S. What can you ascertain or conjecture as to the fixmg 
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of the retail price of fish, the grounds on which it ultimately 
rests, and its effect on the conduct of the various persons con- 
cerned ? 


Fart II 

MAKING AND SHARING 
LECTURE VII 

THE FLOW OP PRODUCTIVE RESOURCES 

The direction taken by the resources of society under the 
economic impulse follows the analogy of individual expenditure. 

The speculative element in all specialising of resources. 
Tendency of miscalculation to produce readjustment on the 
principle of mechanical ** governors.*’ 

Maintenance of level between the values of specialised 
resources and the value of the alternatives sacrificed in the 
process of specialising, subject to conditions and limitations 
analogous to those already investigated in the case of the 
individual. 

Market prices of natural products and of manufactured 
articles. (The difference between them only a difference of 
degree.) Tenders. Investment of capital. 

Note on the Controversy os to Cost of Production ** and 
** Exchange Value'' 

Cost of production only infiuences exchange-value so far 
as it is another name for the advantage that may be secured 
by giving some alternative direction to the productive resources 
concerned. Only as far as such alternatives are still open can 
it affect value. 

No new principle involved in discussion of this problem. 

Questions 

1. Do you ever deliberately foster the belief that you will 
find something useful which your reason tells you will only be 
an encumbrance, in order to encourage yourself to buy it 1 
Analyse this state of mind. Do you ever use ** things to your 
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own conscious inconvenience because you have paid for them ? 
If so, whv ? 

2. ‘‘If there were fewer cab -drivers, cab -drivers would be 
better off ; if there were fewer doctors, doctors would be better 
off ; and so with others. Therefore, if there were fewer of us 
altogether, we should all be better off.'* Examine this argu- 
ment. Is it ever seriously used t 

LBCTV^K VIII 

THE GENERAL PROBLEM OF DISTRIBUTION 

Meaning of distribution " as a term of Political Economy. 
The general problem already solval by anticipation in treat- 
ment of " markets.*' The shares of the product that fall to 
each of the producing factors analogous to the prices of com- 
modities. 

Each ** concern " estimates labour, tools, land, ability, etc., 
according to their “ worth ** as increasing its effective output. 
Immediate questions — ** la an increase of such a factor worth 
the coat 1 ” “ Is the (money) saving on a decrease of such 
factor worth making ? ** Ultimate question — “ Will an increase 
or decrease in one factor more or less than compensate the corre- 
sponding decrease or increase in some other factor ? 

Those who command the supply of the factors of produc- 
tion are in the position of the holders of commodities in ordi- 
nary markets. Current prices of raw material and of labour, 
for example, determined by similar considerations. 

What an increase of a thing is worth to me decides what 
I am willing to give for it ; what it is worth to others determinea 
what I can ‘get for it. 

General law of distribution : Any factor of production can 
command as much as represents its marginal efficiency in m" 
creasing the effective output of the concerns which demand it. 
Equilibration between industrial and non-industrial applica- 
tion of any agent or conunodity. 

QwslioM 

1. A great quantity of iron stone has recently been found 
a few feet below the surface of the soil in parts of England. 
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How should you expect this to affect the industrial and financial 
aspects of deep iron muiing ? 

2. What is the distributive equivalent of Wages under a 
Slave system of Industry ? 

LBCTUBE IX 

SPECIAL STUDY OF LAWS OP DI8TBIDUTION BARKINGS 

Current description of factors of production as Land, 
Labour, and Capital, and assignment of Rent, Wages, and 
Interest as their respective revenues. Criticism of this termin- 
ology. Ambiguities, especially in the use of the word " Capital/' 

Popular use of these terms fairly consistent, and convenient, 
but has little or no scientific value. Attempts to give tliem 
the needful precision by definition. Wide resultant divergency 
between the popular and the technical use of the same terms, 
Resulting dangers and difficulties. 

Our method absolves us from entering into the controvert 
sies concerning these terms and conceptions. Their delimita- 
tion not vital to our enquiry. 

Broad distinction between what wc receive in return for 
something we do, and what we receive for allowing others the 
use of something we own. 

Earnings. The economic paradox. 

Queslionf 

1. Are you familiar with the phrases "Rent of Ability,^’ 
"Consumer's Rent/’ in books? If so, criticise them, If not, 
say what (if anything) they seem naturally to suggest. 

2. Is there any sense in which you can speak of the " laws 
of distribution " and their " co-ordination ” in Robinson Crusoe’s 
island before the anival of Friday ? Which of the fundamental 
conditions and relations that arc manifested as earnings, rent 
or interest, in our community are present in the island ? How 
do they manifest themselves ! 

lECTUBE X 
RENT AND INTEREST 

Popular distinction between Rent and Interest. Kent and 
hire. Mortgage. Attempts to distinguish scientifically between 
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Bent> Interest, Insurance against risk. Great difficulty of 
making the distinctions answer to economically significaDt 
phenomena. Corresponding difficulty as to Land and Capital. 
Value of such attempts open to question. 

Current statements of the Law of Rent. “ Decreasing 
Returns ” and Rent as a residuum. Analysis and tranaforma* 
tion of the formula. 

Owner of land employed as a productive agent shares in 
product according to general law. Productive and non-produc- 
tive uses of land as competitors. Necessity of establishing the 
dividing-line between Land and Capital, and so between Eco- 
nomic Rent " and Rent ae known to practical life, does not 
arise in this enquiry. 


Quctliont 

1. Have you known instances of whot you regarded as 
excessive dread of poverty in old age ? How did it manifest 
itself ? 

2. Under what circumstances do you think saving is the 
most suitable way of providing against old age, sickness, or 
disaster, and under what circumstances is insurance better ? 

3. Tennyson speaks of the “ far off interest of tears.*’ Axe 
you in the habit of using the word " interest ” otherwise than 
for money payments ? What is the common underlying idea ? 

LECTURB II 
rNTBREST 

Though the line between Interest and Rent, between Capital 
and Land cannot be fixed to any good purpose in this enquiry, 
yet the ideas currently associated with the terms Capital and 
Interest raise questions of great importance in Political 
nomy that do not immediately suggest themselves in connection 
with the terms Land and Rent. 

Element of mystery about Interest that does not charac- 
terise Rent. Hot discussions as to whom Rent should go to ; 
but comparatively little discussion as to what it is ; and no 
doubt that it corresponds to some actual fact in the nature 
of things. With respect to Interest there is the additional con- 
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flict of opiiiion as to what it is, aad whether it corresponds to 
any reality in nature. Hence special care and attention should 
be given to its study. 

Tools a characteristic form of “ Capital ’’ whether as 
currently understood or as defined in books of Political Eco- 
nomy. Why do we use tools at all ? Revenue in increased 
efficiency of labour that accrues from the use of tools. Eco- 
nomic point of vantage occupied by the man who can supply 
you with tools. Decreasing rate of increase. Marginal efficiency 
of tools determines their market rate of hire. 

Equilibration between hire of tools, rent, etc. Also be- 
tween industrial and non-industrial competitors for present 
wealth to be paid for in future wealth. 

What would zero rate of interest imply? What would 
negative interest imply? Forces that tend to lower interest 
and forces that tend to raise it. Analogies with phenomena 
of individual consumption. 

Interest as the reward of abstinence.” Phrase open to 
ridicule, but directs us to a truth. Wealthy man who cannot 
use up his wealth, but yet is abundantly “ rewarded ” for not 
doing so, only an extreme illustration of the principles that 
rule every market. 


Qu€$iiom 

1. Suppose in a primitive community the peasants turn 
out for a fortnight every year after harvest to carry on a road 
towards a neighbouring district, now only approachable by 
water-way. It takes them many years to complete it. What 
advanUges or disadvantages strike you in this metljod as 
ogamst borrowing money to make the road in a few weeks, 
and raising the interest by taxation ? 

. condition of progress is dissatisfaction.” ** To 

civilise people is to make them conscious of their wants.” “ A 
contented heart is a continual feast.” ** To rule over a con- 
tented people must be the desire of every monarch.” What 
truth can you find in these statements, and how fat can you 
reconcile them ? 
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LECTURE XII 

CO-ORDINATION OP LAWS OP DISTRIBUTION 

The problem of indicating the principles on which an in- 
dustrial product will be divided amongst those who command 
the several factors of production is not complete ]7 solved unless 
we can either show that the product will suffice to meet all 
the claims, according to the principles established, and that 
when it has done so it will be wholly ** distributed ” ; or else 
can give a satisfactory account of the excess or defect. 

No attempt to submit the theory of distribution to this 
test, or even to put it into a form to which the test can be 
applied, is usually made in books on Political Economy. The 
problem can (apparently) only be dealt with mathematically ; 
and the solution (such as it is) is too technical to be examined 
here. But some more or less precise idea may be given of the 
noture of the problem. 

Explanation of the formuUe F » /{a, bt c . . .). 


A*s distributive share of P » 




da 


Query : Can we be sure that normally 

the sum of ^^a + —6 + . . . will equal F t 
da db 

General result of investigation so far as it has yet been 
canied is to make it seem probable that in proportion as we 
approximate to the state of things usually assumed in the 
Theory of Political Economy {i.e, free competition, in which 
each individual competitor does only a small fraction of the 
total business of his market) we approximate to the resmt 
indicated. So far as we recede from these conditions (for uj' 
stance, in a great monopoly or trust) we recede from this resul 
and give the persons who control the concern something 
than their distributive share in the product as measured by 
their marginal industrial efficiency. 

This result does not vitiate our formula of distribution. 
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